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CHA4PTER I 

NAGE PARITY WITH THE UNITED STATES: AN OUTLINE OF THE ISSUES 
Ae Introduction 

Although the U.S. and Canadian economies are similar in 
many respects, the overall average wage level -- and general 
ver capita income level -- in Canada is Significantly below 
that in the United States. Therein lies a2 source of conflict 
in Canadian collective bargaining. To the working man, it 
seems only just that he receive equal pay for equal work, 
particularly when he is continually bonbarded by information 
on the income levels of U.S. workers only a2 few miles distant, 
To many Canadian employers the possibility of parity is an 
alarming one, involving potentially ruinous implications for 


profits in many, although by no means all, industries, 


The question of wage parity -- or, indeed, any pattern 
of wages -- may be evaluated on the basis of a number of 
alternative criteria. First, 2nd most obvious, comes the 
Aistribution of income; wege changes may alter the "share of 
the pie" going to labour as comvared to other segnents of the 
economy. Not surprisingly, attitudes regarding the eouitable 
distribution of income differ rather shserply. Labour wants 
"nore," although it generally has an interest in not pushing 
for higher wages to such an extent as to significantly en- 
danger the level of employment in the industry in question, 
Management generally has an interest in slowing down the rate 


of wage increase in order to protect its share of the income, 


but, once again, there are limits: management does not want 

to keep its wages so low that it becomes impossible to attract 
workers. Both labour and management may appeal to broad 
principles in support of their desire to protect and increase 
their income. A rise in labour income will usually increase 
the equality of income distribution, which is generally con- 
sidered to be a desirable social goal -- at least within the 
ill-defined limits at which incentives become significantly 
diminished. An increase in the returns to capital will con- 
tribute to the resources available for capital formation, and 
thus provide the foundation on which future prosperity -- and 
rising future wages -- may be built. Essentially, however, 

the "desirable" distribution of income is a highly subjective 
matter, and one which does not give itself readily to analysis. 
In the pages below, therefore, relatively little reference will 
be made to distribution of income as a criterion for evaluat- 


ing wage changes. 


Rather, two issues will dominate the discussion below: 
economic efficiency and problems associated with changes in 
the general price level. Wages are, of course, a price, and 
as such influence the allication of resources: a rise in 
wages in one industry and a fall in another, for example, 
would discourage the use of labour in the first industry and 
encourage its use in the second. In considering the efficiency 
criterion, we begin at the economist's natural starting point, 


the competitive equilibrium model, in which all participants 


3 
in the economy consider all prices (including wage rates) to 
be beyond their control. (See section C of this chapter. ) 
This is not to suggest that a competitive equilibrium exists 
within the Canadian economy: it does not. Most obviously, 
some segnents of the economy -- both labour and management -- 
possess market power to some degree. (That is, single organi- 
zations have the power to influence prices.) Rather, the 
competitive equilibrium provides 4 useful starting point, be- 
cause in such a system economic efficiency exists in one 
important sense, But, while a competitive equilibrium is 
useful as a starting point, it cannot be taken directly as a 
basis for determining wage changes which contribute to the 
efficiency of the economy: the competitive equilibrium is too 
far from the real world to be directly and mechanically used, 


(See section D.) 


The rules of thunb which have been enunciated by other 
governments -- such as the wage-price guideposts in the U.S, 
and the incomes policies in Britain -- have been aimed, not 
at promoting allocative efficiency of the economy, but rather 
at reducing inflationary pressures. (Inflation and alloca- 
tion are not, of course, completely separate issues: one 
objection to inflation is that it may cause an inefficient 
allocation of resources.) It goes without saying that the 
most critical anti-inflationary policies lie in the monetary- 
fiscal area, and no amount of exhortation will counteract the 


inflationary effects of excessively expansionary monetary and 


fiscal policies. However, in economies in which there are 
significant degrees of market power, it may be argued that the 
use of monetary and fiscal policies as the sole means of deal- 
ing with inflation will lead periodically to a major policy 
dilemma. If the sectors of the economy with market power use 
this power to push up prices before reasonably full employment 
is reached, then the policy-makers will receive conflicting 
signals, The upward creep of prices will point towards the 
necessity of restraining aggregate demand, while the still un- 
satisfactory employment situation will support the case for 
stimulating demanda,+ The acuteness of this policy dilemma is, 


however, very much a matter of dispute;* an evaluation of this 


leor a detailed discussion of the “dilemma model" in the 


context of the United States in the 1950's, see William G. 


Bowen, The Wage-Price Issue: A Theoretical Analysis (Prince- 
ton, N. J.: Princeton University Press, 1960). 


eon the Canadian evidence, see Ronald G, Bodkin, Grant 


L. Reuber, and T. Russell Robinson, Price Stability and High 


Employment: The Options for Canadian Economic Policy (Economic 
Council of Canada, Special Study #5, September 1966). 


In his study of Wage Determination in Canada (Economics 
and Research Branch, Department of Labour, Occasional Paper 
#3, April 1965), pp. 21, 41, George Saunders concludes that 
wages respond quickly to changes in demand and supply condi- 


tions; thus, "there appears little likelihood of wages being 


very difficult point lies outside the scove of this study. 
However, Since the application in Canada of wage guideposts 
would have clear relevance to the wage parity question, an 
evaluation of the issues surrounding guideposts is germane to 


an evaluation of the implications of parity. 


In Section E, we evaluate 2 wage guidepost which involves 
the tvine of wage increases to the aversge re?2l increase in 
labour productivity throughout the economy. It is concluded 
that such 2 guidepost ey hamver the resrlloc3ation of resources 
in a changing economy, and this should be considered with ceu- 
tion, particularly if it is proposed 3s being nore than 93 ten- 
por2ry stop-g2p to deal with 9» pressing short-run problem. This 
cautious conclusion, is, of course, hardly surprising, as even 
the staunchest sdvocates of guidepvosts recognize that they 
may have undesirable side effects, but feel that these draw- 


backs are more than outweighed bv the necessity of doing 
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causal factors in price inflation" (p. 42). Unfortunately, 
however, reliable data on fringe benefits gre lacking, and 
fringes g3in in relative importance during veriods of high 
unemployyent (pv. 37). We might therefore conclude that 2 
consideration of wage data alone somewhat overstates the re- 
sponsiveness of totsl labour costs to changes in denand: thus, 
an element of uncertainty surrounds Saunders’ conclusion re- 
garding the lack of serious cost-push forces from the labour 


market. 


something about the wage-price dilemma. 


An alternative starting point for wage negotiations, and 
one which has gained considerable currency in the parity de- 
bate, involves a U.S.-Canadian wage differential based on 
relative U.S,-Canadian labour productivity in the industry in 
question, (Section F.) Thus, wages in a specific Canadian 
industry could be raised to -- or beyond -- U.S. levels if 
Canadian productivity in that industry equalled -- or exceeded -- 
U.S. productivity in the same industry; however, in industries 
where Canadian productivity lagged behind U.S. levels, Cana- 
dian wage rates would remain lower than U.S. rates. Both 
management and labour have recognized variations on this 
Ssingle-industry productivity criterion although, not very sur- 
prisingly, the emphasis of the two sides has been different: 
management has argued that parity would be disastrous in many 
industries because of lower Canadian productivity, while 
labour has argued that some Canadian employers can and should 
pay parity wages because their productivity compares favour- 


ably with U.S. Brocueelrtiye In spite of the widespread 


lRor example, the recent study released by Massey-Ferguson 
stresses relative productivity. See Hedlin, Menzies & Asso- 


ciates, Ltd., Wage Parity and Massey-Ferguson in Canada 
(Winnipeg, 1967). 


A recent labour statement may be found in the prefatory 


remarks of William Dodge, John Fryer, Donald MacDonald, William 
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appeal of this proposition, it will be argued below (Section 
F) thet, if taken to its logical conclusion, the seRsie —pRatatES 
productivity criterion contains very unfortunate imvlicstions 


for the interregional and internationsl vattern of industry, 


—_ aon 
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fahoney send 8 OG RMorris’ On ips PxXTOTeNhr ny eLithnwick,” Prices; 
Froductivity, and Canoda'ts Conpetitive Position (‘ontreal: 
Canadian Trade Committee, Private Flanning Association of 
Canada, Oct. 1967). Their statement resds: 


shile we recognize that "scross-the-board" wage 
parity is not an immediately attainable goal for 
the Canadian econony as 2 whole, nevertheless we 
feel it necessary to emphasize the fact that no 
responsible leader of the organized labour move- 
ment in Canada, to the best of our knowledge, has 
ever suggested that it was. Furthermore, we feel 
it should be noted that in several Canadian in- 
dustries (for examvle, Vest Coast vulp and paper, 
tobacco, cans, certain sections of mining, and 
others) wage parity already exists with the United 
States and thet in several others, b2sed on the 
criterion of productivity verfornance in Canads, 
such varity in labour renureration is auite feasi- 
ble sd could be achievec without disastrous ef- 
fects for our conpetitive pvosition. 


A Sinilar statenent was made by rr. “acDoneld in an inter- 
view with John Schreiner, reported in the Financial Post, ‘sy 
25. 190G, ps e3t 


There seems to be an inpression abroad that labour 
officially at this time is seeking parity with 
american wages on an overall basis. And this is 
just’ not so. ~We know the economic facts of life. 
Tnethesautonobile industry, il think that parity is 
justified. How can it be otherwise, with 3 common 
market? The workers don't control the vroductivity 
difference. 


8 
and, indeed, undercuts the economic forces which work toward 
economic efficiency through regional and national specializa- 


tion, 


Thus, there are defects in two of the most common "rules 
of thumb" used as reference points in labour negotiations, 
A U.S.-style guideline, aimed at stabilizing the general price 
level, has in practice shown limited flexibility in dealing 
with allocation problems, while the single-industry productivity 
criterion frequently appealed to in Canada has rather disturb- 
ing implications for the efficient international and inter- 
regional allocation of production. In Section G, possible 
third alternatives are considered, using the two basic criteria 
of stable vrices and efficiency of resource allocation. In the 
final sections (H-I) of this chapter, two specific industries 
(autos, farm implements) are used to illustrate some of the 
problems which might arise in applying the guideline concept 


to a specific industry. 


In this study, we examine possible guidelines in terms of 
their relative appropriateness to the Canadian situation, It 
| cannot be stressed too strongly, however, that no position is 
taken on the question of whether the government should become 
extensively involved in the collective bargaining process by 
the promulgation of wage guidelines. To make such a judgment, 
4t would be necessary to go into political, institutional, and 


economic matters (such as the extent of the wage-price dilemma) 


which clearly lie beyond the scope of this paper. 


While this first chapter evaluates the theoretical issues 
associated with parity, the final three chapters present statis- 
tical information. The second auite simply presents recent 
trends in U.S.-Canadian wage differentials by mejor industrial 
groups. The third vresents calculations of the vossible price 
implications of parity wages in various industrial sectors, 

The fourth chapter is a projection of the aggregative imvli- 
cations of parity. It nust be emphasized that these last two 
chapters are b2sed on 2 number of specific assumotions -=- such 
as the assumption that U.S.-Canadian productivity differentials 
remain unchanged; a modification of the assumptions would alter 


the statistical results. 


Before we proceed to the theoretical core of this chapter, 
it is necessary to define precisely what is meant by "parity." 
The term is apoarently simple, involving equality of wages, 

But there 2re conceptual complications because at least four 
basically different interpretations may be given to equality. 
Although only the first two of these interpretations have gained 
common us3ge in the varity discussion to date, at least one 
other (#3 below) becomes important when the detailed logical 


implications of parity are considered. 


Be Nage Parity: Four Possible Definitions 


1. “ost obviously, parity may be said to exist where the 


10 
wage rate in Canada, in Canadian dollars, is made equal to the 
wage rate in the U.S., expressed in U.S. dollars. This is the 
most common meaning applied to parity, having been the basis, 
for example, for the recent negotiations in the automotive in- 
dustry. This concept of parity abstracts from such important 
economic phenomena as differences in the exchange value of 
currencies, but it is the most obvious and straightforward de- 
finition to use, Such 2 parity will be referred to below as 
nominal parity, or, simply, as parity without 2 modifying ad- 


jective. 


2. A second concept of varity takes into account the 
difference between the exchange values of the two currencies; 
this may be called exchange-adjusted parity, or, more simply, 
adjusted parity. At the exchange rate of $1.00 Canadian = 
92.5% U.S., for example, a Canadian wage would have to be $4.00 
per hour to eaual a U.S. wage rate of $3.70 per hour. If parity 
existed in this sense -- after 2djustment for the exchange 
rate -- then the monetary wage costs per worker would be the 
same for employers on both sides of the border, and there would 
consequently be no net comvetitive advantage because of wage 
costs ver man, This does not mean, of course, that the inter- 
national competitive position of various employers would be 
equal under adjusted parity, since much more than the wage rate 
goes into determining international competitive position. Also 
important are output per man, cost and availability of inputs, 


transportation costs on the final output, marketing costs, 


rl 
tariffs which must be paid in order to gain access to markets, 
and so on, However, because it takes account of the exchange 
differential, this second concevt of parity is logically im- 
portant, particularly when questions of international competi- 
tiveness are under consideration. Because the exchange rate 
is a2 sinvole and easily observable fact, the relationshiv between 
nominal parity and exchange-2djusted parity is likewise simple 
and straightforward, At the present exchange rate, for example, 
adjusted parity would require 2 greater upnward revision of 
Canadian wage rates then would nominal parity; in the late 
fifties, on the other hand, the Canadian dollar commanded an 
exchange premium, and adjusted varity was closer to being 


achieved than was nominal parity. 


3. If nominal varity were achieved, it would not neces- 
sarily mean that the standard of living would be the same in 
the two countries, For real p2rity to exist, an adjustment 
would have to be made for differences in the cost of living, 
Unlike the exchonge adjustment, the cost of living adjustment 
is by no means simple or straightforward. While it is true 
that some of the nost obvious things -- and, in particular, 
internationally-traded manufactured goods -- are generally nore 
expensive in Canada (in Canadian dollars) than in the United 
States (in U.S. dollars), other important conponents of consu- 


mer expenditure -- particularly service items -- seem to be 


ie 
less expensive on the whole in Canada than in the uss. Bt ts 
not entirely clear which country has the higher cost of living 
in terms of its domestic currency, 2nd therefore we cannot be 
cert2in whether real parity would involve 3 greater or smaller 
wage change than nominal parity. There is considerable lit- 
erature on the difficulties and pitfalls in comparing nationsl 
stendards of living,< and, while it is true that these diffi- 


culties are less vronounced in c2ses where the economies are 


as sinilar as the U.S. and Canadian, the (index nunber) problem 


lin his Real Income Comparison, Canada-United States, 1965 
and Selected Years Back to 1950 (International Association for 
Rese2rch in Income and Wealth, “aynooth Conference, Ireland, 
mineo., iugust 1967), E.C. west presents data indicating that 
goods were between 24% and 44 per cent more expensive in Canads 
(without adjustment for the exchenge rate), while services were 
8 or 9 per cent cheaper. wWest's averages of the two components 
show the cost of living to be 2.3 per cent lower in Canada than 
in the U.S. on the basis of 1965 Canadian weights, and 0.6 per 


cent lower with 1965 U.3. weights. 


See also Prices Division, D.B.s., (ConparativesConsuner 


Price Levels in the United States and Canada (mimeo., 1967). 


“See, e.2., ‘Alton Gilbert and Irving PB. Kravis, An 
Internation?1] Conparison of National Products and the Furchas- 


ing Power of Currencies (Paris: 0O.E.E.C., 1954). 


Ag 
nevertheless exists in comparing the costs of living in the 
North american countries. — These difficulties alone are 
enough to preclude the presentstion of wage changes needed to 
obtain reel parity: the data in the following chopters 2re 


therefore confined to nominal 3nd adjusted varity. 


But there is 3n even greater stztistic?! problem in esti- 
matings the effects of real parity, since, if there is 2ny 
tendency for wage increases to be passed 2long in the forr of 
higher prices, then the achievenent of p2rity in eny one industry 
will chinge the wage incresse necessary to 2chieve real p-rity 
in other industries. In other words, because wage changes m2y 
affect final prices, the present cost of living does not give 
an adequate basis for the calculation of wage changes necessary 
to achieve real parity, except in cases where such parity is 


2 
being considered for only 2 single (sm2l1l) industry.~ 
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lin the example two footnotes back, cheonging the country 
weights makes ea difference of elmnost 2 per cent in the cost of 


living comparison, 


To a. lesser degree, there is 9 gener2!l equilibrium proble*» 
when exchsnge-3diusted parity is considered. If such parity is 
granted in any broad sector of the econory, and if the closing 
of J.S.-Canedian wage differentials is unecconpanied by 2 com- 
parable closing of productivity differentials, then pressures on 
the Cansdian balance of payments may result. If these pressures 
are allowed to express themselves in 2 fall in the Canadian dol- 
lar, then the wage change for exchange-adjusted parity will hve 


to be revised. 
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More will be said directly below about this problem of inter- 
relation among industries, and some information on the strength 


of interindustry ties is presented in section B of Chapter III, 


If the statistical problems preclude a simple estimation 
of real parity desta, then it might seem that this third defini- 
tion of parity should be dismissed from further consideration, 
There are, however, two major arguments which may be used against 
such a dismissal, While exchange adjusted parity is logically 
the most significant of the parity concepts in evaluating the 
international competitiveness of products, real parity is logi- 
cally the most significant concept to the worker, interested in 


the standard of living which his wage will support. 


The second srgunent is even more important, particularly 
with regard to the controversy surrounding the parity discus- 
Sion, Suvpose for the moment that the conclusion is reached 
that it is beyond the capabilities of the Canadian economy to 
reach the per capita level of real output of the U.S. econony, 
and that the non-labour sectors of the economy have the power 
(economic or political) to protect their relative shares of 
national output. Then across-the-board real parity becomes an 
impossibility, and any drive which might occur for parity must 


fall short of achieving real parity. 


This might happen in several ways. Labour might lose its 


point at the bargaining table, settling for less than real 


a~ 
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parity: it might vin 2 lesser degree of parity thin real parity. 
If it won nominal varity, for exenvle, the deterioration of the 
corpetitive position of Canadien producers would be reflected 
in the balance of vaynents, with pressures for 2 devaluation 
of the Canadian dollar. If, on the other hand, labour insisted 
on a parity 32djusted for the rate of exchange, then 2 develu2- 
tion of the Canadien dollar would not provide an escape fron 
the comvetitive probles 2ssocisted with varity. LUefense of 
the Csanedian balance of vayrents might then be exvected to shift 
to more direct means, such as tariffs, inport quotss, or exchange 
controls. These two nethods of escaping the balance of payrents 
consequences of parity -- through 2 devaluetion if nominal 
perity is echieved, or through -ddition2al vrotective devices 
if a commitrent is made to exchonge=-2¢c justed parity -- =re not 
matters of indifference from 71 economic viewpoint. The de- 
v2.luetion route involves financial disturbances and obvious 
burde1s on those “ith incorves or xssets vhich >re relatively 
fixed in “~onetary terms. An incresse in protection involves 
these disturbe ces, plus one 12jor addition: the relative 
positions of inport-co~peting industries are inproved =t the 
expense of export industries, with 2 consequent sdjustment of 
the pattern of production, In either case -- novinal parity 
with relief of the conpetitive pressures coring through de- 


valuation, or adjusted vozrity with relief of the conpetitive 


16 < 


pressures coming through protective me2surest 


-- real parity 
would renain unachieved,< with increzses in the nonetory w2ge 


being scconpanied by increases in the cost of living. 


If Labour were determined and able to make a strong bid 
for across-the-board real wage parity, while other groups were 
able to take strong counteraction to protect their shsres of 
national product, then there vould be 2n insoluble econonic 
conflict, unless Canadian productivity rose towsrd U.3. levels. 
Open inflation wovld ensue, with inexorable pressures on the 


re2l incomes of the hindermost. 


It cannot be stressed too strongly thit the sbove propo- 


sitions 2re intended to illustr2te the logical distinctions 


A er a ert 
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lin fact, the dichotomy would not be quite so sharp. ith 


aominel parity 2lso, cospetitive pressures might lead to pro- 
tection 32s a partisl or complete xlternative to devaluation, 
The point rather is that nominsl parity provides two corpeti- 
tive escspes -- devaluation or protection -- while adjusted 


p2rity lesves only one: protection. 


“Insofar Aas 2 movement towerd nominal or exchange-ad justed 
parity led to balance of payments problems, higher tariffs, and 
hence to a less efficient ecoro7Ty, the net result might be 2 
decre2se in the real wage, rather than a movenent towards real 


parity. 


1? 
amOngethe varlouss concevts of parity, and are based on A number 
of specific assumptions: that vroductivity in Cansds does not® 
rise to J.3. levels; thet labour hes the c2pacity and desire 
for making strong, across-the-board bids for parity in sove 
sense: anc thet other segnents of the econony -re prevared and 
able to te stronrz countermoves to vrevent the fall of their 
shares of the aational income, We are not arguing that these 
assumptions are true-to-life: auite the contrary. For exomple, 
12bour spokesmen have explicitly declined to take 4a position in 
favour of 2cross-the-board aon” Furthermore, no light has 
yet been shed on such critic21 auvestions as the econonic desir- 
ability of parity in Canadian industries where the productivity 


of workers is 2t J.S. levels. 


4, There re-sins 2 fourth concept of psrity. Wages could 
be eguslized in such 2 way as to not only take into account dif- 
ferences ini the cost of living 7s itiis normally calculmteéd, but 
also differences in the 2menities which ™°ke verious locations 
either varticularly attractive or psrticularly unattractive, 

For exazvle, where work is done in 2 renote and bleak mining 

ca7np, wages might be higher than in sore attractive areas by an 
amount sufficient to co-penssate for the discoxnforts, Sinilarly, 
where clinatic, soci2l or cultursl conditions maxe an sre% psre- 


ticularly 2ttractive, “.ges might be lower than elsev-here, vage 


a re ce ner + 


ers ee ee 


lses fn, 1, b. 6) 2bove. 
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equality which takes into account such amenities may be called 


total parity. 


Total parity is a useful economic concept, but one which 
is even more difficult to estimate quantitatively than real 
parity. Logically, it is the relevant concept when questions 
of migration are being considered -- workers presumably respond 
not only to real wage forces, but also to amenities when choos- 
ing jobs, The difficulties in calculation arise not only be- 
cause econonists are not particularly well suited to evaluste 
the cultural 2nd psychological forces in question, but 321lso be- 
cause tastes on these matters differ sharply among individuals, 
For example, some workers may prefer a climate which is warm 
throughout the year, and therefore find areas like Florida and 
Southern California to be particularly attractive; others may 
prefer the variety of a temperate climate. Thus, if an estimate 
1s to be made of conpsarative wages under a total parity concept, 
it 1s not entirely clear which area should command the higher 
wage. By comparison, the concept of real parity is unambiguous: 
in areas where the cost of living is high, monetary wages should 


be high to achieve real parity. 


In summary, then, we heve four concepts of parity with the 


following characteristics, 
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One additional point, not mentioned at an earlier stage, 

has been noted in Table 1. The returns which 2 worker gets 
from his job -- and the cost of workers as seen by employers <-- 
depends not only on simple wage rates themselves, but also on 
fringe benefits. Viewed from either the employers’ or the 
workers’ side, fringes should be included in the calculations; 
there is, however, difficulty in obtaining comparable data. 
In addition, the classification of workers further complicates 
comparisons; where it is relatively difficult to obtain a re- 
classification into a higher-paying job, published wage rates 


over-state the relative position of the workers concerned, 


So much for the conceptual and definitionsl problems. It 
has been necessary to make these clarifications because the 
most readily available data are frequently not exactly those 
most relevant to the argument. In particular, the data pre- 
sented below (Chapter III) are confined to changes in Canadian 
wage rates necessary to achieve either apparent parity or 
exchange-ad justed parity; thus, some important aspects are slid 


over in the empirical sections. 


C. A Basis for the Efficiency Discussion: The Perfectly 


Competitive Equilibrium. 


As noted in the introduction, two major criteria will 
pervade our discussion of the significance of wage changes, 


namely, economic efficiency and price stability. The 


ed 
efficiency guestion is a difficult one to deal with, and, in 
order to provide a framework for the latter discussion, we 
begin by considering the pattern of wages in a perfectly con- 
petitive equilibrium; in such a situation, production is ef- 
ficient within an economy, at least in one important respect. 
Specifically, subject to certain linitations mentioned below, 
output cannot be increased simply by shifting workers out of 
one job and into another. The major characteristic of 2 per- 
fectly competitive situation, of course, is that all partici- 
pants in the economy consider all vrices -- including WAZEe 
rates -- to be beyond their control; each individual and organi- 
zation considers 9311 prices given to him. This is not to argue 
that such competition actually exists within the Canadian economy. 
On the contrary, the basic rationale for unions is that it is 
important for workers to band together to give them some in- 
fluence over the wage rate; the parity discussion itself is 
based on the assumption that union policy can influence wages. 
Nevertheless, in spite of its artificiality, the competitive con- 


cept provides a useful starting point. 


In a competitive situation, with all prices and wages taken 
as given by all individual participants, each employer would 
continue to hire workers as long as the value of the additional 
amount of production ver worker was greater than the wage per 
worker (including fringes), Workers would be attracted to high 


wage industries, and away from low wage industries, thereby 


ee 
tending to reduce the wage which the high wage industry would 
have to pay, and incfeasing the wage which the low wage industry 
would have to vay in order to keev workers, Subject to some 
very inportant qualifications noted in the next paragraph, the 
wage rate (including fringes) in all industries would become 
equalized in equilibrium, and, 2s employers hire workers up to 
the point where the value of the marginal product equals the 
wage rate, the value of the marginal product of labour would be 


equalized across the adononyie Thus, total production could not 


lin this discussion it is assumed that, ceteris paribus, 
low wages will attract an industry to a location. This is a 
reasonable assunvtion; yet how can it be consistent with the 
observation that low-wage areas often have declining employment? 
The answer lies in the ceteris paribus assumption; for these 
areas, other influences (such 2s higher transport costs) more 


than offset the advantage of lower wage costs. 


In other words, while low wages in themselves tend to 
attract industry, forces working for a positive relationship 
between wages and expansion may also exist. Generally favor- 
able conditions (proximity to markets and raw materials, etc.) 
will attract industry and tend to drive up wage rates; unfavor- 
able conditions will discourage industry and cause unemployment 
and low wages, It is auite possible, and, indeed, probable 
that these latter forces will predominate, and that, therefore, 


the observed relationship will be that low wages are associated 


on 
be increased simply by shifting workers from one industry to 
another, and the economy would be operating efficiently within 


the limits set by the quantity of resources. 


This simvle result is, however, subject to a number of 
qualifications. where external economies are present, the com- 
petitive equilibrium would result in less being produced than 
is desirsble;: where external diseconomies Are present, compve- 
tition would result in too much being produced. Furthermore, 
in equilibrium, the equalization of wages would be qualified by 
a number of important factors. Risky or unvleasant occup2tions 
would command 2 continuing premium sufficient to compensate for 
the risk or unpleasantness; occupations reauiring training would 
have wages sufficiently high to compensate for the training; 
locations where the weather or other conditions were unattractive 
would have higher wages, and so on, In other words, there would 
be 2 tendency towards total wage parity among industries and 
locations, modified by extra returns to workers who possessed 
special training or skills. However, such continuing wage 


differentials (in contrast to the effects of externalities) would 


ie a 


with low industrial growth and unenploynent. Nevertheless, it 
is still reasonable to expect thet wage increases in any given 
are2 will tend to discourage industrial expansion, as compared 
to the situation which would have existed if wages had remained 
lower while all other favourable conditions in the area had 


remained, 


2u 
not involve economic inefficiency. While it is true that 
measured national income could be increased if workers could be 
persuaded to switch from pleasant and safe jobs to miserable and 
risky ones, such shifts would not represent an economic inprove- 
ment, since the increase in measured national income would be 
at least offset by the nonmonet2ry unvleasantness suffered by 


the workers, 


Although total wage parity among various segments of an 
economy would be established if there were 2 perfectly compe- 
sitive equilibrium, the average productivity of labour would 
not necessarily be the same in differing industries and in 
i\iffering locations; indeed, it would be most peculiar if 
average productivity in various industries were equated. Some 
industries might be expected to use a relatively great amount 
of capital compared to labour, and in these industries the 
average productivity of labour (that is, the total production 

‘vided by the number of workers) would exceed average pro- 
ductivity in other industries. This does not nean that the 
high average productivity industries could or should pay higher 
wages than other industries. Their relatively high use of 
capital would necessitate a relatively high share of the income 
soing into interest or profits; otherwise capital would tend 
to leave the industry. In other words, high average labour pro- 
ductivity does not in itself make a conclusive case for high 


wages, nor does low average labour productivity in itself make 
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a conclusive case for low wages, Thus, if wage rates are to 
be based on an industry's vroductivity, there 2re logical pro- 
blems involved in considering average productivity; marginal 
productivity is of prime logical importance, but here emvirical 
problems arise, since marginal productivity is much more aiffi- 


cult to estimate than average productivity. 


A variation on this perfectly conpetitive equilibrium, one 
introducing an imperfection in the form of geographic {immobility 
of labour, is of particular relevance to the parity discussion, 
Although this model has been most conspicuous in international 
trade literature, and, indeed, has dominated much of international 
trade theory for over 2 century 2nd 2 half, its conclusions are 
applicable to any geographic areas between which labour is 
partially or convletely immobile, whether these geographic areas 
constitute nation states, or whether they are simply regions 


within 2 country. 


Assume that labour is partly or completely immobile between 
regions, but is mobile between industries within regions, Then 
the convetitive forces which would tend to equalize the in- 
cones of different areas will be vartly or completely broken. 
That is, if workers do not move from low wage areas to high 


wage areas, then the tendency for the wages in the poorer area 


ce rr a ES EY 


Lpor further discussion (and a weakening) of this caution, 


see below, vp. 5-46. 
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to be driven up by the exodus of workers will be eliminated, as 
will the tendency for wages in the richer area to be restrained 
by the competition from aie If it is assumed, however, 
that labour remains mobile among industries within each area, 
then there will be a tendency towards wage equalization within 
each area, subject to continuing differentials for risk, un- 


pleasantness, training, etc. 


The wage level will remain high in areas with generally 
high productivity, and low in areas with generally low produc- 
GiV ity le hed ‘ee (marginal) productivity for the region as a 
whole will determine the wage rate within the region; and the 
relative (marginal) productivities of the regions will determine 
their relative wage rates, What is true for a regional economy 
as a whole is not, however, true for a specific industry. One 


cannot look simply at the characteristics of, say, the shoe 


lWhere there are substantial economies of scale, an influx 


of workers may lead to a rise rather than a fall in wage rates. 
This qualification, which is of utmost importance in evaluating 
the economic consequences of migration, is not directly relevant 
to the points discussed below, and therefore it is passed over 
here with only a brief mention, It might, however, be noted 

that economies of scale have been seen as a significant source 

of economic growth in the past two centuries, See Simon Kuznets, 
Modern Economic Growth: Rate, Structure, and Spread (New Haven: 


Yale University Press, 1966). 


Bol, 
industry in two regions and deduce the relative eouilibriun 
wages of the two shoe industries. Rather, the wage rate of the 
shoe industry in each region will be set in competition with 
alternative sources of employment in each region, and workers 
will be hired 2s long 2s their marginal productivity exceeds 
the wage rate. Thus, the shoe industries in the two regions 
might have identical inherent productivity characteristics, and 
yet their wages would be guite different in equilibrium 2s 
shown in Fig. 1. In area A,with a generally low wage rate 
(W.,), shoe wages would likewise be low, and there would there- 
fore be 2 tendency for heavy employment (Na) in this industry. 
In, the, high. wage area (B), in contrast, the shoe industry would 
be smell (N35). (It might perhaps even be nonexistent: with 2 
wage rate greater than Wa, 4t would not be profitable for the 


entrepreneur to produce any shoes. ) 


FIGURE 1 


How wages May Differ, Though Labour Zgually Productive 
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If one were to look simply at the shoe industry, it night 
seem that this outcome is in some sense unjust: the worker in 
the poorer region works just as hard 3t producing shoes, and is 
just as productive, as the worker in the rich region; yet he 
receives 2 lower wage. On the other hand, the shoe manufacturer 
in the rich region could be just as efficient and competent as 
the shoe manufacturer in the poor region; yet he would find his 
profits much lower because of the high wage he found it necessary 
to pay in order to hold employees. But, no matter how much this 
outcone may offend apparent justice, there is much to be said 
for it on efficiency grounds so long 2s labour remains immobile 
and overall productivity differs among regions. The most obvious 
alternative -- equal (and presumably average height) wages in 
the shoe industries in each region, and equal (and average height) 
profits -=- while seemingly more just, would be considerably less 
efficient, Because of the high-income alternatives in the rich 
area, it is undesirable for resources to be distracted into what 
are, for them, mediocre occuvations such 2s shoe making; and it 
is therefore undesirable for shoemakers in the rich area to be 
rewarded for their use of resources by high eroriter. In con- 
trast, shoe making is a desirable occupation for the poorer re- 


gion, given its low-paying alternatives. Since shoe making is 
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lpne theoretical purist will insist on a distinction between 
profits and economic rent at this point. This distinction is 


uninportant for the argument being presented here. 
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its strong suit, it is in the interests of the poorer region to 
encourage shoe production by shoe wages lower than those in the 
rich ares, and by correspondingly higher profits. While the 
shoe wages are below those in the richer region, the demand for 
workers in the shoe industry (for domestic and export produc- 
tion) will tend to cause some increase in the overall wage rate 


in the poorer region, and improve conditions there, 


The argument 2bove will be recognized as 2 variation on the 
standard comparative cost provosition of internationel economics 
textbooks. It msy be briefly revhrased in somewhat different 
terms. If interregional (or international) wage patterns in a 
specific industry are determined by the relative regional (or 
national) productivities in thet industry, then the basis for 
mutuslly advantageous interregional (or international) trade 
will be undermined. For each such industry, the competitive 
position of all regions would tend to be equalized and, thus, 
the competitive advantage which make exports possible would tend 
to be eliminated. In its implications, the single-industry 
productivity criterion for wage levels is thus related to the 
"Scientific" tariff argument which has been conspicuous 
among U.S. protectionists, particularly in the 1920's, 
"Scientific" tariffs set at the height necessary to equalize con- 
petitive conditions between foreign and domestic producers would, 
if taken to their logical extreme, destroy the basis for trade. 
Similarly, wage rates set in each industry at levels which reflect 


the relative regional productivities in that industry would, if 
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orical extreme, destroy the basis for inter- 


Of course, neither the "scientific" tariff nor 


justry productivity guideline for wages is likely 


locieal extreme, Nevertheless, tendencies 
Just as strong worldwide protectionist pressures 


oneern even though there 4s no likelihood of 


mpletely strangled, so reservations may be held 


4ndustry productivity criterion for wages, 
is really no danger that adherence to such a 
be so extreme that interregional and international 


tely eliminated. 


may be clarified by reference back to Figure l. 
in Area A is determined by the productivity of 
he-board in all industries in Area A, the result 
and specialization of employment (N,) in this 
it should be, since this is an industry 


comparative advantage. If, on the other hand, 


in A is as high as in B (because of equal pro- 


single industry), then the wage and employment 


al 
in B (1.e., W_ and Np). This equation of 
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xpositional simplicity, several tacit assumptions 


most importantly, it has been assumed that the 


et is the same size in each area. This assunption 


substantive conclusions reach-d here; but 


would necessitate 2 more complicated exposition, 
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wages has eaueted costs; thus 2rer A would not specialize in 
shoemaking, even though this is its industry of comparative 


advantage. 


There are two mejor ways in which the shoe wage in A might 
be set at Wp. If shoemakers are completely mobile between re- 
gions they may leave 4A unless the wage iseas high as: ineb lise., 
the supply of shoemaking labour in 4 is completely elastic at a 
Wage Wp). In this case, competitive eauilibrium will generate 
this shoe wage in 4. To put it another way, if area A is to 
have 2 shoe industry at 211, it will heave to be at 4 *"narity* 
wage (i.¢e., the wage will have to correspond to the "total 
parity" concept discussed e*rlier,) The movement of labour 
across 2 regionsl boundary nay provide 2 substitute to inter- 
regional trade 2s 2 means of approaching economic efficiency. 
dhere labour is mobile interregionally, the concept of the 
oversll margin21 oroduct of labour in the region becomes fuzzy. 
The earlier illustration would further lose relevance where 
major barriers to labour mobility exist emong industries within 


al 
2 region. 
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1Lsithough barriers associated with training (i.e., the for- 
mation of “human capit:1) may be integreted into the classical 


comparntive cost discussion. 


Nhere labour is interregion2lly mobile but immobile among 


industries, interindustry exchange rather than interregional trade 
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The second way in which “, could be set in area A 1s, un- 
like the first, inconsistent with competitive equilibriun: 
through the exercise of market power shoenakers in A may be able 
to raise their wage to Npe Thus we recognize that the pure 
competition model is inadequate in dealing with all real world 


situations, This issue is now considered in some detail. 


Dy The Perfectly Competitive Equilibrium: Its Limitations as 


a Guide for Wage Changes, 


Although the competitive equilibrium will result in an 
econony in which resources 2re allocated efficiently (provided 
there are no externalities), it has limitations as a guide to 
actual wagemaking for a number of reasons, First, there is a 
dats problems as noted in the previous section, competitive 
equilibrium wages 2re not all equal. There are important dif- 
ferences attributsble to differences in skills, training, 
pleasantness of work, and so on, To calculate the appropriate 
differentials for each of these factors would be a major task 


indeed, 


eres Senn 


becomes governed by reciprocal demand, and the ecuation of mnar- 
ginal productivity is made across the specific industry rather 
than within a region. See the discussion of "noncompeting 


groups" in Richard E, Caves, Trade and Economic Structure 


(Cambridge, Mass.: Harvard University Press, 1960), pp. 60-61, 


et ssim. 
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But even more inportantly, there are theoretical diffi- 
culties which make the competitive equilibriun a highly de- 
fective guide to "desireble" wages. Most significantly, dynamic 
forces 2re in operation, requiring continual adjustnrent to new 
and more efficient methods of production; and competitive 
equilibriun wages do not provide the incentives for such ad- 


justment. This point will be dealt with shortly. 


4 second theoretical problem arises because competition is 
imperfect. Where firms have market power -- that is, the 
ability individually to influence prices -- they will be un- 
willing to psy 9 wage rate eauel to the market value of the 
marginal product of labour. By using their market power, firms 
may be able to make monopoly or oligopoly profits, that is, pro- 
fits greater than those necessary to attract and hold capital 
in the iauetry = In so doing, they will produce less, and hire 
less labour, than would be the c2se if they lacked market power, 
that is, if they continued to employ lsbour up to the point where 
the wage rate was equal to the market value of the marginal 


product of labour. 


The possession of market power by employers leads to two 


se ee a ER 


Aine existence of market power does not guarantee that 


there will be profits greater than normal, see E. H. Chamberlin, 


The Theory of Monopolistic Competition (Cambridge, Mass.: 
Yarvard University Press, 1933). 


ZL 
broad econotic ~rgivents for uniors. First, insofir 2s eroloyers 
hove power to influence the ware rate, it my be desireolse for 
workers, through their wniors, to participate 17 determiring 
wages 21nd thus the ervloyer's power to set the «7ge rate will 
be limited, In such 2 cireynsterce, it is vossible that, even 
though the wage rite my be higher thon the rete which would be 
est blished in the 2»5sence of unions (2né€ possibly higher than 
“ould exist if there were perfect competition), the envloyer will 
nevertheless hire more ~orkers.* shen taken to its practic?! 
applicztion, this 2rgunent becones 2 source of controversy, not 
only beciuse of the obvious difference of interest of the two 
parties, but elso becsuse of the very reel difficulties 11 esti- 
mating the degree of tarket power. (One proble’ arises becsuse 
the deeree of merket power depends on the tire horizon con- 
sicered, For lone veriods of tire, the degree of market vower 


is less then for short periods.) 


The second argurent is thot unions provide labour with 
market power to balance thst of monagement, and this help to 


protect labour's shzre of incove; in John Kenneth Gelorcith's 


vords, unionrs provide labour ‘ith “counterveiling power, " 
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Trhis orgunent is analogous to the proposition thet, if the 
governne it establishes + price ceiling lower then the price which 
the monopolist would otherwise chirge, the nonopolist ™1y “never- 


theless be willing to sell rore under certain circumst2 ces. 


2tohn Kenneth Galbraith, Averican_C2pitclism: A Theory of 


Counterveiling Power (New York, 1952). 
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Critics of Galbraith voint out that strong unions sometimes 
occur in industries where employers’ power is weak, and vice 
versa,? so that, while strong unions may simply counterbalance 
the market vower of sone powerful emvloyers, there is no assur- 
ance of this heppy outcome; where strong unions face weak em- 
ployers, they mey raise similar problems 2s would occur in the 
event of unilateral strength on the part of employers, Further- 
more, 2 gener?l concentration may contribute to the price- 


employment dilemma noted in the introduction, 


The issues here 2re clearly numerous and comvlex. At this 
point, it is sufficient to note that some segments of the econony 
do possess market vower, and the auestions of income distribu- 
tion and resource ellocation raised by these centers of power 
make any sinple 2v0veal to comvetitive equilibrium wages in- 


apvrovriate as 2 guide to what wages "ought" to be, 


As noted severs3l vages previously, 2n even greater problem 
regarding the normative aspects of the comvetitive eaquilibriun 
lie in the failure of the competitive eauilibriun wages and 
prices to provide for the adjustments desirable in a dynamic 
econony. As time vasses, it is desirable that some workers 
shift: jobs, ineliney with Ann ret demand and the changing re- 


quirements arising from technological advance. The incentives 


see, e.2., the discussion in Albert Rees, The Economics 


of Trade Unions (Chicago: University of Chicago Press, 19624), 
Be 93, 
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for such movement 2re vrovided by wage differenti2zis;) workers 
are encouraged to move into dynamic new occupations by high 
returns, Thus, while non-eauilibrium wage differentials are 
evidences of less than optim2l efficiency (the economy would be 
even more efficient if the workers moved even more quickly, thus 
tending to eliminate the differentials), they do not contribute 
to the residual inefficiency. Quite the contrary. They provide 
the incentives for movement which will add to efficiency. Thus, 
it is inappropriate to use the competitive equilibrium wages in 
any simple or mechanical manner as the basis for establishing 
rules as to what “ought" to be; to do so would be to risk an 
interference with forces which contribute to the dynamic efficiency 


of an econony. 


tai 


+ Fossible "Rule of Thumb" for Wage Changes: The Average 


Increase in Productivity in an Economy. 


In any discussion of comparative wage rates in Canada and 
the United States, it is natural to refer to the wage-price 
zguideposts in the United States; this is particularly so because 
the use of such guidelines in Canada would generally prevent the 
achievement of parity wages unless there were both a dramatic 
narrowing of the overall Cansdian-U.S. productivity gap and a 


trend of stable prices in the United States. 


lover and above the equilibrium differentials due to dif- 


ferences in risk, pleasantness, training and skills, etc. 


oO 
The general guides for wage vrice behaviour enunciated by 
the Council of Econonic idvisers in their 1962 Report involved 
wage increesses for each industry equal to the overall increase 
in productivity for the econony as 4 whole. Industries whose 
productivity increases exceeded average rates would cut their 
prices, while industries with relatively slow increases in pro- 
ductivity would increase their vrices.! If these guideposts 
were followed, then the e2ver2ge price level could be stabilized. 
Having See 4tself from the price-employment dilemma, the 
governnent could proceed with expansive policies aimed at the 


restoration of full employment. 


It wes stressed, however, that general guideposts would 
heave to be modified in order to reconcile them with the objec- 
tives of equity and erficiency. The problem here is similar 
to the dynanic efficiency problem which would arise if the comn- 
petitive eauilibriun were taken 2s the basis for wage settle- 
ments. 3pecifically, where dynamic changes require a realloca- 
tion of resources, 3 high wage rate in the relatively rapidly 
growing industry may perform 2 very useful function in attrsct- 
ing labour to the industry. The Council suggested that wages 
could rise more than cverage where labour was inadequate to meet 
the needs of 2 growing market; in contrast, woge increases could 


be kept below average in industries with particular employment 


a 


council of Economic Advisers, Annual Report, 1962, MOL oF 


27p19., Dd. 1899 Annual Report, 1963, p. 86. 
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problems. Where barg2ining weakness had in the past resulted 
in abnormally low wages, greater than average increases could 
be tolerated, while increases should be less than average in 
industries where past bargaining strength had resulted in wages 
considerably higher than for other comp3rable work, Similarly, 
exceptions were called for in the price guidelines where profits 
, were abnormally high or low compared to profits required to hold 
or attract capital in sufficient volume to produce goods suf- 
ficient to meet market demands. Nor were these modifications 
considered adequate: it might well be within the power of labour 
(or management) to improve their performance by extra effort; 
in such cases, it was desirable that they be vrovided with the 
incentive to do so by receiving large wage (or vrofit) igrese aaa 
In other words, the guidepost based on the overall productivity 
of the economy was to be modified by the productivity of the 
particular industry in order to maintain incentives to produce 
more efficiently. This point must be stressed, as it is important 
for the discussion below, particularly that of section F. In 
addition, it should be noted that the resource allocation 
criterion mentioned at the beginning of this paragraph also tied 
desirable wage increases to the performance of the particular 
industry (or company) rather than the economy as a4 whole, al- 
though in this case the tie would be to profitability (as con- 


panies facing rapidly expanding demand tend to have high profits) 


Lannual Report, 1962, pp. 189-90. 
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rather than to physical productivity as such. 


The trouble was that the logic of the situation drove the 
Council increasingly to softpedal these important qualifications. 
Although the government showed willingness to become directly 
involved in wage and price decisions where they saw the guide- 
posts threatened, it was hoped that 2 major contribution could 
be made by providing an informed public with the basis for judg- 
ing whether price and wage changes were in the national interest.- 
If guideposts are to be the rallying point for public vressures, 
they had better be simple; qualifications and complications tend 
to confuse 2nd diffuse the discussion. As a conseauence, the 
Council found itself defining the guideposts more and more expli- 
citly, with less and less attention being paid to the critical 
qualifications as the threat of inflation Boe In particular, 
the 1964 Report presented 2 series on productivity trends, with 


3.2% being shown for the most recent 5 year period.° \l though 


ei e On gcids 


“this was exvlicitly recognized by the Council, Annual Re- 
port, 1967, pv. 123: "The possible applicability of these ex- 
ceptions has been less emphasized." On the strengthening of the 
Council's rules, see 2lso John Sheahan, The ‘iage-Price Guideposts 


(Washington: The Brookings Institution, December 1967), pp. 21-24. 


Zannual Report, 1964, p.114, table 20, col 2. 
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this procedure for estimating vroductivity changes was to lead 
to embarrassment in 1966,+ the 3.2% became the administration's 


explicit line of defense, 


As pressures on the guidelines grew with the upward creep 
of prices, the Council tended to retreat from the qualifications 
in their earlier reports of 1962 and 1963. No longer was there 
a rather relsxed view that prices could and should move up in 
those industries whose productivity rose at less than the econony- 
Wide average, with compensatory cuts in high productivity in- 
dustries assuring overall price stability; on the contrary, the 
Council apparently becane committed to the proposition that there 
was 2 prima facie argument against any price increase unless a 
very strong positive c2se could be made,< The elimination of 
upward price movements would imply 2 low degree of relative 
price flexibility; yet changes in relative prices perform an 


important function in 2 market economy. The guidelines hed thus 


womees ene 


LB oanee the 1961-65 figure was 3.6%,which the Council con- 
sidered to be an unusually high figure resulting from the ex- 
tended cyclic3l expansion; it therefore recommended the continu- 
ation of the 3.2% guideline (Annual Report, 1966, p. 92), much 
to the disgust of labour leaders. On the labour reaction to this 


switch in the rules, see Sheshan, op, cit., pp. 47-49, 


~«nnual Report, 1967, p. 126. See especially the second 


complete paragraph, 
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become 9 very short-run policy, 2imed at dealing with an immediste 


and pressing problem. 


One interesting #spect of this U.S. experience with the 
wage-price guideposts is that the vrogressive tendency towsrds 
simplification did not arise because of 2 lack of sophistication 
on the part of the Council: the Council presented its most con- 
plete and detailed outline of the issues in the initial 1962 
statement. Rather, the simplication was apparently a natural 


result of the pressures on the guidevosts. 


Apart from this general vroblen of progressive simplifica- 
tion which tends to cast aside considerations of adjustment and 
efficiency, two najor objections may be nade of the guideposts. 
In the first place, the guidepnosts tend to exert the most re- 
streint on the nost conspicuous changes, Denending 7s they do 
on public pressures 2nd on the exhortations of = very limited 
group of officials, it is almost inevitable that this should be 
so, As 2 consequence, conspicuous producers of basic products-- 
such as steel -- are bound to feel that the guideposts 2re in- 
equitable; the steel industry is still smarting over its rough 
handling in April 1962. Similarly, labour leaders are almost 
bound to feel that the guideposts are unfsir to them; collective 
bargaining, by its very nature, takes place in the glare of pub- 
licity, and therefore wage changes are likely to attract parti- 
cular 2ttention on the part of those Poon tied to the gsuideposts,. 


(A similar complaint has arisen in Britain. While unions can 
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see the case for an incomes volicy, they object to the tendency 
which they see for incomes policies to become wage policies, 
holding down the incomes of workers but exerting no comparable 
restraint on other incomes.) As there is some presumption thet 
the most conspicuous segments of the economy are those which 
tend to have relatively high degrees of market power -- and it 
is the exercise of market power at which the guidelines 3re 
after 211 directed -- this tendency to concentrate on the con- 
Sspicuous sectors of the econony may not be altogether perverse. 
It would seem unlikely, however, that market power is associated 
with "visibility" in any precise manner. The manufacturers of' 
mass-produced but differentiated products, in particular, may 
possess the market power to raise prices without attracting 


great attention, 


The second problem with guideposts is that they must succeed 
to a very high degree to succeed at all. Once the line is broken, 
and prices begin to creep up at any appreciable rate, then a 
settling for the wages or prices indicated by the guideposts 
will involve a reduction in the share of the income of the group 
involved. Indeed, once the vrice rise approaches the rate of 
productivity increase, labour will cease to participate in the 
economic gains flowing from rising productivity if they settle 
for the wage increases indicated by the guideposts. It is this 
feature in particular which makes labour feel that the guide- 


lines are stacked against then. 
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One obvious 2lternative srises when prices are indeed 

creeping up; that is to allow wage increases equal to the average 
productivity increase plus the sversge consumer price increase, 
The trouble with this vroposal is thst, once inflation began, it 
would be perpetuated by such 2 rule; in the Council's words, “if 
all unions -- and other grouvs in society -- were to succeed in 
tying convensation to consumer prices, the arrangement would be- 
come 2 vast engine of inflation, which, once it began to roll, 


would continue to gain secant 


It must be once more stressed that this section has not 
been a balanced view of the advisability of guideposts -- the 
basic argument for them is that, in spite of their deficiencies, 
they are worth the trouble because of the relief they give from 
the price-employment dilemma, © Rather, the objective here has 
been to point out some of the difficulties with wage guideposts 
tied to the average productivity change in an economy. In parti- 
culer, there seems to be an inherent tendency for resource a2llo- 
cation objectives to be lost in the effort to achieve price 


stability. In addition, the guidevosts tend to break down after 


Re seams en ne trent REIS CONNER ie any ty EE REE Ae So AS 


1 snmal Heport, =l967.,6p. 29. 


<myaluations of the guideposts may be found in John Sheahan, 
op, cit,, and George®P Schultz and» Robert Zi." Aliber, eds.., 


Guidelines, Informal Controls 2nd the Market Place (Chicago: 


University of Chicago Press, 1966). (See, in particular, Robert 
Solow's essay, "The Case Against the Case Against the Guide- 


posts.") 


by 
prices have begun to creep uv, leaving "conspicuous" groups in 


the society (and perticularly labour) with an aggrieved feeling, 


tf Parity for Canadian Industries ‘hose Productivity Equels 


Ueeeerroauets vy. Gy. 


As noted in the introduction, nuch of the parity discussion 
has centered 2round the relative productivity of the Canadian 
industry and the comparable U.S. industry. If the productivity 
in the Canadian industry is equally high, then it may be #2rgued 
that the Canadian industry is able to pay parity wages; on the 
other hand, if the Canadian productivity falls below U.S. levels, 
it may be argued that the Canadian industry simply cannot afford 


to pay vosrity wages. 


Two broad points are relevant in evaluating this line of 
thought, which, in effect, beses relative wages in 2 specific 
industry on the relstive productivities of the industry in various 
seographical locations. First, auestions szrise regarding the 
defects of any simple productivity concept as a basis for deter- 
mining 2bility to vay parity wages. Second, the est2bdlishment 
of ability to vay varity wages is not the same thing as deter- 
mining desirability of parity; at issue here are the overall 
efficiency of resource 3llocation, and, in varticular, the dangers 
wnich sinzle-industry productivity measures pose for the efficient 


zeogravhical specialization of production, 


Because labour vroductivity is closely 2ssociated with the 
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amount and quality of capital eoulpment with which labour works, 
the productivity measure relevant for the vsrity discussion is 
not a simole one. Canadian industry which was in an intrinsi- 
cally inferior vosition to the comparable U.S. industry might 
possibly reach average levels of U.S. productivity by the avpli- 
eation of greater amounts of cavnital in Canads than is the case 
in the U.S. Thus, the simple illustration that average output 
per man hour in the Canadian industry is equal to that in the 
U.S. industry does not get us very far in the parity discussion: 
it is possible that some intrinsic Canadian disadvantage might 


be made up with more capital. 


In spite of this logical difficulty, however, there is 
reason to believe that a Canedian industry whose average labour 
productivity equals the level in the corresponding U.S. industry 
is probably in as good a gener?l1 vroductivity position 2s the 
U.3. industry, and that the explanation of the Canadian perfor- 
mance does not lie in greater capital input. In Canada, the 
price of capital (both interest rates 2nd the prices of machinery) 
tend to be higher than in the Jnited States, while the cost of 
labour is generally lower, Thus, it is in general to be expected 
that Canrdian producers will use less capital per worker than 
the convarable U.S, industry; hence, where Canadian aversge pro- 
seis equals that in the comparable U.S. industry, it is un- 
likely that the explanation lies in 2 greater auantity of capital 


applied in the Cansdian overations, 


L6 

Unlikely, but unfortunately we cannot be sure simply on the 
basis of logical deductions. Once again, it is important to 
recognize that we live in a dynamic, changing economy which does 
not correspond exactly to general equilibrium expectations, In 
particuler, while it might be true that newly installed produc- 
tive processes in Canada use a higher labour/capital ratio than 
newly installed processes in the same industry in the U.S., 
observed data on actual production include, not just newly in- 
stalled processes, but ones inherited from the past. If newly 
developed processes are more capit2l intensive then older pro- 
cesses, and if the Canadian industry is newer than the U.S. in- 
dustry, then there might well be 2 higher capital/labour ratio 
in Canada, Alternstively, 2 higher capital ratio might occur 
where the U.S, industry is newer, and new processes 2re less 


capital intensive than old, 


Nhile this conplication should be taken into account if a 
detalled study is being done of 4 specific industry, it is not 
unreasonable to proceed on the basts of the general presumption 
that, where average Canadian labour productivity is as great as 
U.S. productivity in the same industry, then this may normally 
be attributed to the intrinsic strength of the Canadian industry, 


and not to 2 higher cavitsl/labour ratio in Canadsa.+ 


1Dhe general empirical evidence is not entirely conclusive. 
In our Free Trade Between the United States and Canada (Cambridge, 


Mass.: Harvard University Press, 1967), pp. 183-85, dat2 is pre- 


sented which indicate that, while the capital/output ratio is 
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Nhere the physical productivity of a Canadian industry 

equals that of the corresponding U.S, industry, the Canadian 
industry will be in a position where it is able to pay parity 
wages -- that is, wages which meet exchange-adjusted parity 
standards and not just apparent parity -- subject to a number 
of conditions, These conditions relate to the relative net 
prices 2t which the Canadian output can be sold, and to the 
relative costs of inputs other than labour, 

1. If the net price of the Canadian product (adjusted for 
the exchange rate) is higher either because of Canadian 
vrotection, or becsuse Canadian producers have 2n ad- 
vantage in transportstion costs, then this may make it 


possible for 9 Canedisn producer to pay a wage even 
SS IS I SS Se ts ee tee ERS 


higher in Canada, the capit2l/labour ratio is lower than in the 
Uve; che hte Prices, Productivity? Crd, “p. i0;*Lithwiek presents 
evidence that the "level of capital per worker in Canadian 
manufacturing is substantially higher (29 percent) than in the 
United States." However, he elsewhere (p. 9) finds that "the 
higher level of income per worker ... in the United States is 


entirely explained by the higher level of cavital per worker," 


At any rate, even if this sort of aggregate data were com- 
pletely unambiguous, it would not clear up the problem before 
us, Since we sre concerned here with atypical Canadian indus- 
tries, i.¢., those whose 3verage labour vroductivity is 2s great 


as the corresponding U.S. industry, 
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higher than the U.S. wage. On the other hand, if part 
of the market for the Canadian product is in the United 
States, and if the Canadian producer has to pay higher 
transportation costs and/or absorb J.S. tariffs, then 
the price which the Canadian producer receives will be 
less than the U.S. price, and a Canadian producer who 
pays U.S. wages will be at a competitive disadvantage, 
In this regard, it is interesting to note that several 
industries in which Canadian wages compzre most favour- 
ably with U.S. wages -- such 3s pulv and paper and some 
sectors of mining -- sre natural export sectors with 
productivity close to or even perhans grester than in 


the U.S., and with low or nonexistent U.S. tariffs. 


2. The cost of attracting monetary capital into Cana- 
dian industry is generslly higher than in the United 
States, This is clearly true with respect to interest 
rates, which are almost uniformly higher than in the 
U.S.3 for equity capital, the case is not so clear, as 
evidence is much more difficult to obtain and evaluate. 
At any rate, a Canadian industry whose physical pro- 
ductivity was identical with thet in the U.S., whose 
final (exchange-adjusted) prices were the same, and 
which used the same smount of physical capital (per 
m2n) as was used in the United States, might not be in 
2 position to pay full (exchange-adjusted) parity; in 


doing so, it night find it difficult or impossible to 


4g 
attract 2nd hold monetery capital in the more expensive 


Canadian market. 


3, Even with equal vhysical productivity, the Cans- 
dian vroducer might operste under the qiecdvantace of 
relatively high prices for physic2l inputs such 2s 
machinery 2nd semi-finished m>terisals. Once 2g21n, he 
would be at 2 competitive disadvantage with respect to 
his Americ2n countervart. On the other hand, lower in- 
put prices would, of course, give hin 2 competitive 


edge, 


It is obvious thet some of the above factors may work to 
the advantage of Canadian producers, while others work to his 
disadvantage. It is also clear that these are matters of degree, 
and that some industries mey be 2ble to 2pprosch parity wages 
without being able to pay full varity. All the s2bove conditions 
may be reduced to ones: if an industry is msking 2bove-norn? 1 
profits, then it is able to pay higher wages than at present 
without heving to raise prices, and without capital leaving the 


industry. 


Productivity, if measured sufficiently carefully, is the 
m2jor besis for determining the sbility to pay parity woges. 
There is one extension of this pvrovosition which is of consider- 
able logical significance in the general argument for higher 
wages, of which the parity argunent is, of course, 2 facet. This 


extension suggests that it is not just 2ctual, but potential 
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productivity which is important, The argument, simply stated, 
is that higher wages provide 2 challenge to management, and they 
respond by accelerating their efforts towards increased effici- 
ency. Thus, wage increases (partly?) justify themselves in 
terus of higher vroductivity, and there is a net econonic gain 
fron the wage increase, since it is not simply reflected in an 
(equivalent?) decrease in returns to other factors or in 9 rise 
in final prices. In Paul Norgren's words: 

If the collective pressure on wages and labour costs 
is kept within reasonable limits, it should act as a 
stimulus to Canadian mansgements to introduce more 
efficient machines and to discover and adopt more 
economical production nethods, The increased pro- 
duct ver unit of labour resulting from the innov2- 
tions will enable them to raise wages, and at the 
same tine maintain profits at a level that will 
attract the investment funds needed to finance fur- 
ther improvements in eauipment and methods, 


Such 2 development would not only benefit organized 
wage earners in Canada, but Canadians generally.... 


shere wage increases do indeed stinulate efficiency, this 
Toynbee-like challenge and response proposition comes close to 
being 2 conclusive case for such wage increases, provided that 
the proposition is made subject to 2 number of important quali- 
fications, First, the efficiency must represent 2n increase in 


the productivity of 2 given level of resources and not simply 


bai H. Norgren, "The Labour Union Link between Canade and 


the United States," in A,E, Kovacs, ed., Readings in Canadian 


Labour Econonics (Toronto: McGraw Hill, 1961), p. 41. Norgren's 


points are discussed in John Crispo, International Unionism, A 
Study in Canadian-Anerican Relations (Toronto: McGraw-Hill, 
BUOY is PD. c0 5-0. 
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involve an increase in average labour productivity resulting 
from an increase in the use of capital per man. It is normally 
to be expected that, when the price of labour rises, capital 
and other factors of production will be substituted for labour 
in the productive vrocess, Although the per man hour produc- 
tivity in the industry in question will rise as a result, such 
an inerezse in the use of capital ver unit of labour does not 
necess2rily represent 2n increase in efficiency for the econony 
2s 2 whole, An industry's substitution of capital for labour 
will, in itself, tend to incre2se the overall efficiency of an 
economy only in industries where the ratio of the marginal 
productivity of capital to the merginal productivity of labour 
was initially higher then in the rest of the economy. There is 
9 general presumption -- but no conclusive caset -- that this 
condition is likely not to be fulfilled in the industries of 


initial high (adjusted) wages, 


Even in situstions where an increase in wages leads to a 
more efficient use of 2 given level of resources, and not sin- 
vly to 2 rise in the cavital/labour ratio, 2 second condition 
must be recognized before the chellenge-response proposition is 
accepted 2s 2 strong c2se for wage increases, A heightening of 
the strains on management, while it may lead to increases in 
productivity, nay 2lso increase the number of ulcers 2nd gener- 


zlly make life miserable for management. Ulcers for management 
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1 pecause of imperfections such as those in the capital 


markets, 
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are logic2lly siniler to risk 2nd irksomeness of work for the 
labourer; just as 2n increase in measured nation2l income 
which involves 2 switch of workers from safe to risky jobs may 
be partly or wholly illusory, so an incresse in productivity 
which incresses the strain on management may also be considered 
partly or wholly illusory when we look behind measured pro- 
duction to consider the more ultimate objectives to be met by 


the economic systen. 


In spite of these two fund2mentel reservations, it must be 
recognized thet the challenge-response theory provides a very 
strong argument indeed for wage increases, provided that manage- 
ment does, in f2ct, respond with increases in efficiency, But 
in the interpretation of factual dats once again the argument 


becomes difficult to evaluate, 


The ability of firms to pay parity wages is 3n important 
aspect of the psrity auestion. But it is not the only important 
issue. is noted esrlier, demonstration thet a firm is able to 
p2y parity wages is not quite the same thing as demonstrating 
that parity wages are desirable. In considering desirability, 
the question of economic efficiency becomes important. The 
proposition that the productivity of a single industry provides 
a questionable base for the determination of wage rates was put 
forward in the latter half of section C above; the problem with 
wages based on single-industry productivity is that they tend 


to undermine the bosis for mutu2lly-sdvantageous interrezionsl 


_—_ 


Da 
and internations1 specialization. Specifically, reletive 
(region:1) warges based on the relative regional vroductivities 
in 2 single industry will tend to elininzte the conpetitive 
sdvantezge of industries in generally low-wage sreas which 3re 
equzlly «s efficient ss the convareble industry in high-wage 
are2s, 2nd in which, therefore, the poorer region should 
specialize 2ccording to the vroposition of convoarative sdvin- 


tage, 


Throwing cold water on verity wages for eauslly vroductive 
industries in generelly low-wege 2reas nicht -pvperr to con- 
stitute sn anti-bebour*arguments*this is not .so, however, for 
two reesons First, the ‘argu-ent is sfortally neutral DL 
~isht seen that it is anti-lobour to argue on resource--llocstion 
grounds that wages in 2 specific industry in 2 low-wage sres 
(:) should be lower (and profits higher) then wages (and profits) 
in the sane industry in the eenerslly high-wage sre. (B), even 
though labour productivity in that industry is in some sense 
eqaue2l in the two areas: similarly, it night be concluded that 
it is pro-labour to argue that weges should be higher and vrofits 
lower in (8) than in (A) in industries of equal productivity. Yet 
neither the anti-lsbour nor the vro-lsabour conclusion would be 
justified: there sre really not tro provositions, but only two 
different ways of looking at precisely the same, neutral pro- 
position. 4 second, and must more inportant, reason is this: 
labour receives the major share of the national product, and 


therefore hss the -ost to gain fro: 2 general increase in 
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efficiency which mezy be expected to flow fro~ interregional and 
internatioial trode: therefore, lsbour 2s = whole has the ost 
to lose fro: moves which interrupt interregional or internstionsl 
speci2lization, This second point will be deslt with in greater 


det2il in the following section, 


G. Rules of Thu-b: “Parity of Wage Differentials" as an 
Additional Consideration 
Sever2l possible guides for wage changes, and some of 
the problexs 2ssociated with then, have been discussed thus 
far, It is appropriate at this voint to summarize the list of 
possible guidelines, 2nd to raise the question of whether all 
the inportent considerations have been included in the public 


debate. 


In Table II, the main points of our earlier discussion are 
presented. (The “Froble7s" noted in the finel column are not 
intended to constitute >» coyprehensive list.) One complicating 
feature of guidelines is that they involve nore than one mjor 
objective. wWagemaking has an influence not only on the average 
price level, but 3lso on resource allocation and incentives for 
efficiency. In the prevention of inflation, the average level 
of weges is an importent consideration; the pattern of wages 
among industries is 2 strategic variable for the pronotion of in- 
centives 2nd the invrovetent of the allocation of resources in 2n 
econovy. In any specific nesotistion, of course, determination 
of the “trarget" wage involves judgnents not only on the desirable 


everoge level of weges for the econonv as = whole, but 3lso 
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56 
on the desirable pattern of wages among industries. In 
practice, one of these points may be submerged by emphasis on 
the other, In the U.S., for example, the originsl statement 
of the guideposts included both average wage-price recommnen- 
dations (rule #1 in Table II) and adjustments in wage (and 
price) patterns in order to promote dynamic efficiency (rule 
#3); in addition, some reference was made to the need to pro- 
vide incentives for efficiency in specific industries (rule 
#4) and to adjust for differences in past bargaining strength 
(1.e., to come closer to the competition pattern of rule 42),+ 
Under the pressure of events, however, wage-price patterns 
were increasingly ignored in the emphasis on the objective of 
stability of the average price index, In effect, of course, 
this involved an imvlicit decision on the pattern issue: insofar 
as the average productivity guideline was adhered to, wages 


Zz 
became more or less solidified in their existing patterns, 
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i Ses above, pp. 37-38. 

The competitive equilibrium solution may be appealed to 
as 2 means of promoting justice as well as efficiency; equity 
apparently was a consideration of the CEA. As noted in our 
opening pages, we are paying relatively little attention to the 
important but difficult question of the equitable distribution 


of incone, 


2 
If 2 balance of payments crisis creates 2 vressing need 
for 2 rapid and dramatic improvement in the international com- 


petitive position of 2 country, simply eliminating inflationary 
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If guidelines are to apply to anything but 4 very short time 
period, such 2 submersion of the efficiency question becomes 
2 matter for grave concern; in the longer run, it is most 
important that rule #1 be tempered with rule #3, and, to some 


degree, 2lso by reference to #2 and #4, 


Insofar as the government nay deem it desirable to becone 
involved in the wagenaking process in order to promote domestic 
price stability and efficiency, it is thus important that con- 
sideration be given to 211 of the first four rules. Such 2 
recommendation, of course, raises the vexing problem which 
caused so much trouble in the United States: the more complex 
and inclusive guidelines becone, the nore difficult they become 
to interpret. Thus, the less they are able to serve 2S 4 source 


of clear guidance, 


Ideally, it would perhaps be desirable for Canadian wage 
policies to be set on the basis of domestic conditions and do- 
mestic needs: it is not clear that reference to U.S. conditions 
should on any fundamental grounds play 2n important part in 
Canadian wage negotiations. It is true that Canada, as an open 


econony, needs to consider balance of payments conseauences of 


eee 


wage increases may be considered inadequate. A fad. An che 
labour cost per unit of output may be considered desirable; 
hence, the recommendation in Eritain for 9 "wage pause." Such 
a pause, if general, would also obviously tend to freeze 


the existing pattern of wages. 
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wage policies, but the balance of paynents may reason2bly be 


expected to take care of itself if success is achieved in the 
domestic goals of price stability and increased efficiency. 
Nevertheless, realities nust be recognized: exposed as Canada 
is to the flood of information across the border from the South, 
it is perhaps inevitable that references will be made to U.S, 
wage rates during Canadian collective bargaining. Certainly 
the issue of parity with the U.S. has in fact become 4 lively 


topic in Canada, 


4s it is not possible to exorcise U.S. information from 
Canadian debate, and as it thus nay be considered more or less 
inevitable thst continuing references will be made to relative 
Canadian/J.S. productivity as a criterion for appropriate wage 
levels in specific Canadian industries (possible rule of thumb 
#5), 1t has been important to dwell at some length on the draw- 
backs of this rule. In particular, it will be recalled that 
an application of such a rule would tend to undermine the basis 
for internstional specialization. (Or, where the parity issue 
is applied regionally, such 2s to relative Quebec-Ont2rio wage 
rates, the application of such a vrinciple would tend to under- 


mine regional specialization. ) 


The appropriste antidote for this problem is to elevate 
the competitive pattern as 2 criterion (#2); such a pattern pro- 
motes efficient regional and internationsl specialization, pro- 
vided that it is not so comprehensively applied as to hamper the a 


dynamic adjustment of the econony. This last proviso is, in 
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practice, of linited irvortence: the practical difficulty 
seens to be not 2n excessive 2ppe3l1 to the corvetitive model, 
but rather 2n 2lmost tot2l absence of references to the com- 


petitive pattern. 


Given the prominence of the corvpetitive model in the 
writings of econonists, its rel2tive 2bsence in the discussions 
of prectic3l men of affairs -- whether on the managenent or 
labour side -- may seem strange. It can, verhaps, be explained 
on three grounds. Practical men are, of necessity, driven to 
concentrate on their own industry and its particular problens, 
Thus, in wage bargains, it 1s natural to appeal to the state 
of their own industry, in terms of principles 3, 4, or 5 in 
Table II. Secondly, labour lesders are obviously interested 
in the use of their market power 3s 2 meons of offsetting the 
market vower of employers 3nd vrotecting the workers shore of 
incore, and the conpetitive model does not vrovide for the use 
of: power by Ddabour anions.»« Thirdly, while differentials in 
competitive mages due to such conplications 2s differences in 
risk, plessantness, training, etc. may in econovzic theory be 
relegated casuslly to footnotes, in practice they are the 


heart of the matter; and they are not easily estinated. 


Once 2ppe2l to the American pattern is made -- as it is in 
the parity discussion -- this vractic2l1 proble may be dealt 
with, and provision made for regional and national specialization 


sinilar to thet «hich would occur in the conpetitive nodel. 
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(In the competitive model, of course, as in the actual Cansdian- 
U.S. situation, international allocation of resources is in- 
fluenced by tariffs. The tariff structure is taken as given 
in this study, 2nd the question of efficiency is considered 
within the context of present tariff arrangements.) As a 
counterweight to the single-industry productivity criterion 
(#5), a rule of thumb may be proposed to promote regionel 
efficiency, 2s in the competitive model, while 2t the same 
meeting the labour leader's objection thst an apvlicstion of 
the competitive model itself would deprive labour of its bar- 


gaining power, 


Suvpose that the wage in a specific industry -- let us say 
electronics manufscturing, for example -- is under considers- 
tion in 2 svecific area -=- let us say Canada (or Ontario). 

The rule of thumb suggests that a first approximation to the 
appropriate wage is 2 wage which exceeds the average wage in 
Canada (or Ontario) by the same degree 2s the electronics wage 
in the comparison srea (the U.S.) exceeds the average wage in 
the U.S. Thus, if the electronics wage in the U.S. were, let 
us say, 20% above the average U.S. wage, the basis for initiat- 
ing discussion of the electronics wage in Canada (or Ontario) 
would be a wage 20% above the average Canadian (or Ontario) 
wage. Thus, 2 parity of differentials would be taken as a 
starting point. This rule of thumb is not without fuzziness, 
of course: one problem lies in the “appropriate" region for 


comparison. (Should wages in the whole U.S., or just in the 
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Great Lakes region be considered as the basis for comparison 
in discussion of wages in Ontario?) However, it does have a 
nunber of very desirable attributes; most conspicuously, it 


does not interfere with efficient regional svecialization, 


As compared to the problems which might arise if an 2b- 
stract notion of the conpetitive equilibrium were t2ken 1s 23 
starting point, the parity of differentials avoids the necessity 
of making specific c2lculations for differences in risk, skills, 
irksomeness, 2nd so on, Provided that the degree of risk, say, 
in the J.S. mining Vecuiotaneceet ce more or less compar2ble to 
thet in Canadian mining, and 2ssuming that U.S, wage negotia- 
tions meke allowances for these risks, then the parity of 
differentials concept would 3lso make allowance for the risk, + 
In any 2bsolute sense, of course, this solution is not altogether 


satisfactory, as there is no assurance that the degree of risk 


liinile the perity of differentials concept is based on the 
assumption that the cheracters of the U.S. and Canadian economies 
are similar in the sense that, if mining is 9 risky job in the 
U.3. it is 2lso likely to be risky in Canada, it does not assume 
that the structures of the econories are similar in the sense | 
that if 2 specific industry constitutes 5% of U.S, production, it 
is also likely to constitute 5% Canadian production. On the con- 
trary, the parity of differentials concept is aimed at efficient 
regional speci2lizations; regions will tend to specialize in their 


products of comparative advantage (within the context set by 


tariff policy.) 
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(or irksoneness, or skill) in the Canadian industry is precisely 
the same 2s in the U.S, industry. Nor is it necessarily appro- 
priate for decisions on these 2tters in Canad2 to sinvly follow 
the U.S. lead. However, as the parity of differentials is meant 
as a starting point rather than 2s 2n inflexible rule, these 


criticisns lose some of their force, 


Likewise, the parity of differentials provides for 3 re- 
turn to the power of labour, vrovided once again that the 
charscteristics of the industry in Canada 2re sonewhst similar 
to those of the U.S. industry. Indeed, the case can be put much 
more strongly; the varity of differentiszsls is a good starting 
point 1f the objective is to maximize the returns to labour, + 
In discussing the interests of labour, it nust be recognized, 
of course, thet labour is not 2 honogeneous nass with only one 
precisely defined objective. On the contrary, U.S. electronics 
workers, for example, have 2n unambiguous interest in high wages 
for Canadien electronics workers, and the higher the better: 
high Canadian wages will both strengthen their case for high 
wages in the U.S. and tend to protect their jobs fron Canadian 
conpetition. In contrast, the interest of Canadian electronics 


workers in high Canadian wages is more ambiguous: they re 


Iie must be stressed, however, that this does not mean that 
it is 2g@21inst the general interest of managenent. The benefit 
to labour discussed below is connected to the geins fron efficient @ 


region2l specialization: managerent likewise hos 2 stake in 


efficiency. 
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clearly likely to want "more", but have an interest in not 
pushing for so much nore that Cansdian goods will becone un- 
competitive and they will lose their jobs. But this vossible 
difference in the interests of v2rious segnents of labour will 


be ignored for the mnonent. 


The "market vower" gain fron the unionization of an in- 
dustry is certainly not the whole wage -- there can be no 
doubt that, in the very vroductive North ‘merican econony, wage 
rates in the absence of unions would be very high by any his- 
toric2l or nation21l comparison one wishes to make. Rather, 
the "market power" gain lies in the difference between whet the 
union worker makes in the industry in question and what he 
could make in 2lternative employnent (of equel pleasantness 
and resuiring eausl skill). Thus, from the union point of 
view, the objective may be seen ss one of maximizing ‘this 


differential. 


Let us now apvly this to our interregional problen, 3uv- 
pose that in the centrsl region, the average industrial wege 
is $4.00, “hile the wage in the particular industry is $5.00. 
Suppose 2180 that the average wage in the "outlying" area is 
82,00. The question is, if an interregional (Antern2tional) 
union wishes to maximize the gains to its constituents, what 
wage should it 2im at for the outlying area? The parity of 
differentials vrinciple suggests that the wage aimed at should 


by 25% higher than the average wege for the region, just 2s it 4s 
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in the central area, Thus, the wage aimed at would be $2.50, 
or 25 per cent more than the $2.00 average. Having settled the 
interregional differential, the union could then press for as 
much increase across the board as it felt it could get: i.e., 
it could push for 9s great 2n increase in the overall 25 per 


cent differential as it felt it could extract from the employers. 


It is quite true that the lower wage of the outlying in- 
dustry might* induce firms to build their new plants in this 
area rather then in the central 3rece., However, although the 
workers in this eres and industry would be receiving only $2.50 
rather than the $5.00 of the central region, it may be argued 
that workers 2S 2 group would not be hurt by such 2 decision. 
The loss of potential new jobs in the center would "cost" 
workers there a fifth of their potential income from new jobs, 
Since their alternative would be 2 $4.00 job; the workers in 
the outlying area would, however, gain 2 sivilar proportion 
from their new joods, since their alternative to the $2.50 wage 


would be only $2.00. In other “words, the gain which 2 worker 


te ee 
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lyoant J.S,-Canadian bargaining is not, of course, the 
normal bargaining procedure. In order to sinplify the dis- 


cussion, we skip over this inportant factual point. 


2But this is not certain. The advantages of the center 


might more than offset the wage disadvantage to employers, 


making the center the more attractive location for expansion. 


65 
gets fron the power vrovided by the union is not the total 
wage by any neans: rather, it is the difference between his 
actual wage 2nd the wage he could m2ke in the absence of the 


union? 


If the union 2kes interregional wage esuality a m2 jor 
bargaining objective, it may result in 2 location of new plants 
which is inferior in 2n important resvect to thet which would 
heave occurred if the wege differentials rather than the wages 
thenselves ‘rere exusted: as 2 conseauence, the totel g2in to 
the worker from union 2ctivity msy be lessened by an insistence 
on such evuslity. This mey be illustrated by 2 somewhat more 
complete sane conplicated illustretion thin that provided »bove. 
Suppose we begin with the above example, and assume that initially 
wage differentials are eouated, with wages at $5.00 in the in- 
dustry in auestion in the centr2l 4ress, and! at <2)250° im the 
outlying 2rezs. Suppose, in sddition, that there are already 
1,000 workers employed by a corpor?tion in the central 3re2, 
and 100 workers by the sone corporstion in the outlying ares. 
3uppose, 21lso, that > current round of w1ge negotictions is 
under way, and thet, efter these negotistions re completed, 

a new plant enploying 100 workers will be buat ; its location 

to depend in part on the outcorne of the wage negotiations. 
Suppose, finally, that the -dvantoges of locating in the central 
eres are eguivalent to #7 ,00 per hour, so that if the reqicnai wage 
aifferential is greater than this figure, the plant “wilt be 


loc2ted in the outlying ares. 
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S demand for wage parity in the labour negotiations is 

presunsbly an elternstive for some other possible request. 
The union, naturally enough, will be trying to get the biggest 
p3ack°ege it feels it c7on extract from the mansgement, and push- 
on the parity question vresumsbly will ner2n that compromises 
m2y have to be mide elsewhere, Presunably, therefore, it is 
in the union interest to see that, for every gain extracted for 
the benefit of workers, the profit position of the company is 
lowered as little 2s possible, so thst the company will still 


be in a position "here the union can nake sdditional clairvs, 


Let us now look on the parity question in terms of its 
relative geins for the worker 2nd costs for the conpany. Inter- 
regions1 wage ecouclity would involve 3n increase in esrnings of 
$2.50 per hour for the 100 workers in the outlying ares,t or a 
tot31 of $250 per hour. For this group, the cost to the 
company -- $250 -- will be equal to the gain to workers from 
the nove to parity. In addition, parity will result in the 
new factory for 100 workers being built st the center, with its 
$1.00 basic 2dvantege, rather than in the outlying area. Al- 
though 2 different set of workers will be involved, the total 


(proportionate) gain to those employed by the new factory will 


0s ee 


leor simplicity it is assumed that sunk costs are suf- 


ficiently great to prevent a flight of existing plants from 
outlying creas in the event of parity. Where such is not the 


case, the 2rgunent presented below will be strengthened. 
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be unchanged by the nove to varity and the resulting shift in 
location of the new factory. That is, the new factory will 
result in 3 gain of 25% in the incomes of 100 centrally-locsted 
workers: they will be abdle to ake $5.00 per hour, in contrast 
to the $4.00 they could make in their slternstive jobs. If 
parity of differentials existed, rather than exusl wages, 2 
similar gs2in would have come -- the plant would have been built 
in the outlying orea, enploying 100 workers at 2,50 per hour, 
or 25% more per hour than they would have been sble to nake in 
alternative jobs. This shift in the location of the new factory 
is 2 matter of indifference to labour 2s 2 whole, but is not a 
matter of indifference to the conpany. Their profits would be 
$150 per hour higher without parity -- after accepting parity, 
they would hire the 100 new workers st $5.00 per hour rather 
than $2.50 per hour, from which the basic advantage of the cen- 
tral are2 of $1.00 per worker would have to be subtracted. 
Thus, if the union had taken their original parity denand -- 
initially costing $250 -=- in 2 form other then parity, without 
the extra $150 penalty on the evployers, presumobly they would 
be in 2 detter position to make additionsl denands on the en- 


ployers, 


wage equality in this ease would operate towards 2 reduc- 
tion in the total esin fron the econoric activity of this in- 
dustry -- in terms of wages in excess of those in alternative 


enployrent and in terns of profits. As the 2b1ility of unions 
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to push for higher wages is associated with the profitability 
of industry, this reduction should be 2 matter of concern to 


workers, 


a 


In brief, where reference is made to U.S. wages in Canadian 
negotiations -- 2s it obviously is in the parity discussion -- 
then it is importent that the parity of differentials concept be 
stressed. It is true that it is not an 2ll-inclusive guide 
which should be mechanically and rigorously 2dhered to; in 
particular, the desirability of stimulating efforts towards 
efficiency within industries makes some reference to produc- 
tivity of the industry or firm desirable. As noted, earlier, 
however, there is 2 natural tendency for participsnts in 
collective bargaining to pay close attention to conditions in 
their own industry, and there is therefore little danger that 
productivity in the industry in question will be completely 
eliminated as a consideration in the finel settlement, what 
is inporteant is that the issue of regionsl efficiency be given 
consideration; the parity of differentizls concept therefore is 
an appropriate starting point where references to U.S. condi- 
tions 2nd wages sre expected to play a2 prominent role in pro- 


spective bargaining. 


As stated earlier, however, it is not clear that Canadian 
negotistions should be dominsted by conditions in the U.S,; 
Canedian rather than U.S. conditions are of primary relevance 


in the determination of Canadien wages. If wage guidelines are 
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considered desireble, we would, therefore, ideslly reconnend 
2 conbinrotion of the first four rules (Table II), with stress 
on #1 snd #3, Realities must, however, be recognized; J.S. 
wages are bound to command considerable attention in Canadian 
wage negotiations. In eases where J.S. wage rates promise to 
become 3 central issue in Cansdian bargaining, we would strongly 
recomnend thet the parity of differentials concept rather then 
the single-industry relative productivity criterion (#5) 
be nade the vasis of reference. To those who seek the certainty 
of 2 simple answer, this complex set of recommendztions may 
seen perilously close to the offer of 2 stone. It should not 
be surprising, however, that there is no single, simple solu- 
tion to one of the nost intractible - and central - econonic 


problems of our tine. 


jhen it comes to spplying general vrincivles to svecific 
{adustries with their peculiar institutional charecteristics, 
problens ay of course arise. To {llustrate this point, we 
look st two industries in which there has been 2 wage perity 


deb2te, narely, autonobiles and farm implenents,. 


ate ages in the ,utonotive Industry: some auestions Raised 


by the Recent Canzdian-U.S. Autonotive Lereement. 


Thus far, the discussion has been 2 general one, without 
relation to particular industries. Because the anestion of 


international convetitiveness is one of the important elements 
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in the wage discussion, teriffs, both actual and potenticl, 
have 2 significant relationship to parity. In the next two 
sections, two industries where special connitments have been 
made for tariff-free trade are considered -- automobiles and 
farn machinery. Because both the trade cornitments and the 
nature of the two industries ?re different, the two industries 


reise sotewh2t different questions. 


The maior objectives of Cansds in entering the autonotive 
agreenent were besic2ally two: to promote ration21lization and 
efficiency in the scutonotive industry, and to invrove Canade's 
balance of payrents. There seems to be little doubt that the 
fragmentstion of Canadian autonotive production in the past, 
which h2s resulted from the vattern of the Canadian market and 
from U.S, and Canadian tariffs, has been 2 major source of 
inefficiency in the Cansdian industry. Hence, the hove for an 
inproverent in efficiency was well founded. After the period 
of adjustment to s new pattern of production, it is true that 
the Canedian industry will be subject to sore residusl disad- 
vantages compared to the U.S. vroducers: Canadian autovrobile 
assembly vlants 2re sonewh2t farther from the central sources 
of automotive parts and from the center of the 2utonobile market 
than the J.S. assenbly lines, 2nd therefore Canadian tocar iene 
will be 9t a disadvantege beczuse of higher transportation 
costs. However, such residual disedve tages sre rather small. 


Since the public information on cost conditions in the automobile 


Va 
industry is incorplete, conclusions on ability to pay “ust of 
necessity be tentotive; but ss we read the evidence, the 8% 
exchange rate edventsge in wage rates for the Canrdis1 automo- 
tive locstions should be about enough to corvens2te for the 
long-run residusl disadvantages of Canadian locstions in > free 
trade ad tmatatnen That is, 3fter 2 period of sdiustment to new 
conditions, Canedian assembly locetions in 2 free trade market 
should be in = position to sell at prices conpetitive with U.3. 
prices, 7nd to pay wages of 2nproxinate p2rity, provided that 
parity» is» interpretedy2s nominel parity. Je must, however, once 
again stress our leck of confidence in the accuracy of this 
conclusion because of the difficulty in obtaining and interpret- 


ing cost dats. 


The centr3l auestions reg2rding autonotive parity 2re 
twos first, how long miy the “veriod of adjustment" reasonably 
be expected to last, 2nd how should the rising productivity 
(relative to the !.S.) be divided among labour, cavital and the 
consuner during this period of ecdjiustment; 2nd second, even if 
parity “mges can be vaid in the long run, is it desirable that 


they should in fact be paid? 
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1 Pree Trades, dgsupoancect-247 faninsofar asntheretarencon= 


tinuing costs to Cinadian car producers associated with Canadian 
protection, the position of the Cansdian producers is somewhat 
weaker than it would be in the situstion of across-the-board 


free trade discussed in our book, 


Vz 
Needless to say, the “desirable” distribution of the gain is 
very mich a matter of disagreement. It does not seem unreason- 
able, however, to argue that those who stand to lose from a 
change in commercial policy should receive some compensation, 
Thus, 2 strong case can be made for relocation assistance for 
any workers displaced by the 2greement. On somewhat similar 
grounds, it can be argued that, where the reorganization neces- 
sitates the writeoff of equipment, the profit position should 
be kept sufficiently strong to conpensate for these losses. 
When we go beyond this, however, to deal with the extra gains 
coring from the increased efficiency, controversy becomes much 


more hected, 


One of the difficulties in working through the distribu- 
tion problem is that, not only are the economic questions them- 
selves knotty, but the discussion must take place within the 
linits set by attitudes on connercial policy. The efficiency 
gain depends on the free trade agreement; the continuation of 
the agreenent depends in part on the politicsl forces within 
which the two nationel governients operate: and relative wage, 
price and profit trends in Cansda and the U.S. can influence 
these political forces. In our opinion, the greatest d2nger 
to the continuation of the agreenent lies on the imerican side, 
where gener2l protectionist pressures associated with U.S. 
balance of payrents problems are complicating 2 situation where 
there was 2lready sore resentrent in the J.S, over the 2uton7o- 


tive agreement, In particular, sone felt that the 2greenent 


fas) 
was not considered with due deliberation, but cane about as a 
result of the pressures on U.S, policy created by the Canadian 
2utomotive export incentive programs in 1962-63. Furthermore, 
2s the major effect of the agreement lies in 2 increzse in 
Canadian efficiency, and therefore the g2ins of the sgreement 
so prime?rily to beredees it’ ie on the Uls, side that the lesser 
incentive to continue the 3greenent lies. Thus, in considering 
the distribution of efficiency gains in Canadas, it is relevant 
to look on the effects of this distribution on the willingness 


of Anericans to continue the agreement. 


4s we see it, the major source of friction over the agree- 
ment lies in the continuing automotive price differential between 
Canada and the U.S. As long 3s this exists, it is likely that 
the ovinion will be expressed in the J.S. that the agreenent 
re3lly does not involve free trade in automobiles, but rather 
is an extension of esrlier vlans to prorote Conadian autonotive 
exports *to ithe U.S)’ Thus, there “is®a very strong argument for 
giving automobile price reductions * very high priority in 


Canada. i reduction in Canadian prices to J.5. levels would 
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ate is true, however, that all the efficiency eains in the 


ee | 


Canadien industry need not go to Canadians. In particular, since 
the Canadian auto industry is substantially owned in the J.5., 
increases in Canadian 3uto profits would go to 4 significant 


degree to the J.3, 
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also make possible the nodification or dismantling of the 
Canadian vroduction floors which have been 2 major source of 


al 
resentnrent in the U.S, 


If, for the moment, we put aside the question of price 
adjustments, and deal with the division of gains among wages 
and profits, we come back to the two major criteria mentioned 
in earlier sections. First is the ability to pay, depending 
on the productivity of the industry in question. From the view- 
point of the overs2ll econony, single-industry productivity as 
2 basis for wage changes has 3n advantage in that it increases 
worker efforts towards efficiency. Earlier in this section, 
we presented our conclusion that the Canadian autonotive indus- 
try would probably be able to pay wages of nominal parity -- 
although again it must be stressed that this conclusion was 
very conditional, and, at any rate, was applicable only to the 
longer-run period after substantial adjustment to free trade 
has taken vlace. But there is the other line of argument, and 
a very strong one, that wages should be based, not so much on 
the productivity of the individual industry, but rather on the 


productivity of the economy as 3 whole. This argument gives 


a A ng 


lon the other hand, an argunent may be presented thst wage 


p2rity should be given precedence over price reductions in 
Canada. See our "Automotive Agreement of 1965," Canadian 


Journal of Economics and Political Science, “ay 1967, p. 284, 


Op, 
great weight to the efficient regional sveci2lization of 


production, and fron it was derived the “parity of wage dif- 


ferentials" concept. 


On the basis of the principle of comvarative Advant2g@e, 
there is an economic argument that, as tine passes and Canadian 
productivity in autonrobiles approaches U.S. levels while pro- 
ductivity in the rest of the Canadian econony trails signifi- 
cantly behind J.S. emetic) then Canada will have 3 convarative 
advantage in autonobiles, and, from the viewpoint of inter- 
national efficiency, the Canedian automotive industry should 
exp2nd relative to the rest of the econony. If this line of 
argunent is accepted, it would follow that profitability in 
Canadian autonotive manufacturing should be higher than in the 
Jo3, Ain order to attract capital for expansion, and thus, 


Cesnadian wages should approach U.S, wages at a slower rate’ than 


od 


ee ine, 


lit 4s assumed here that there is no further change in 
conmerci2l volicies. The productivities which might exist in 
Canada in the event of 2 general reduction in tariffs 2re not 


considered germane to this study. 


wiped wv this may be considered to be 2n anti-labour posi- 
tion, but it should be recognized that it has an equally v2lid 
other side: U.S. auto wages should be sufficiently higher than 
Canadian auto wages that the U.S. profitability will lie below 
Canadian profitability, with the result thet there will be an 


incentive to expend in Canad2,. 
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Canadian productivity spproaches U.S. productivity. 


But at this point, the potential political aspects must 
be again considered. The U.,A.W. in the United States can 
scarcely be expected to look upon the relative decline of the 
U.3. automotive industry with indifference, although, if Cana- 
dian expansion is moderate and takes place within the context 
of a generally growing North imerican automotive market, there 
need be no actual contraction, and a rapid rate of Canadian ex- 
pansion can take place without a decline in U.S. production, 
but rather sinply with 2 slowing of the rate of growth in the 
U.S, industry. (Several points might be noted 2s asides here. 
First, the generel weakness of the U.S. automobile market in 
the years since the agreement have tended to increase J.5, 
sensitivity to Canadian expansion. Secondly, producers of 
parts as well as the union may be concerned with protecting 
their position from Canadian competition; this point does not, 
however, apply to the assenblers as they are international 
corporations who presunably would be delighted to have high 
profit rates in Canada.) The obvious way for 2n Anerican 
union to protect itself fron low-wage competition is to press 
for parity in Canada. (This is not to suggest that the 
desire to protect itself from Canadian competition is the only 
motive for U.3. labour support of auto parity: at least as 
important presumably are general attitudes towards labour co- 


operstion in pressing for higher wages.) In addition, it may 


OL, 
be argued that Canadian conparative advantage in 2sutomobiles 
would in significant measure be the result of the pattern of 
North Anericen protection, and that, therefore, suggestions 
thet there be 2-n international redistribution of production (as 
would result frou the parity of differentisls concept, in 
contrast to the single industry vroductivity messure) cannot 
be aderusately dealt with unless consideration is given to the 
purvoses 3nd significance of protection by the two North inerican 


countries, This is clearly beyond the scope of this study. 


Unfortunately, then, we ere left with somewhat enbiguous 
and uncertsin conclusions. Our discussion does, however, point 
to the desirability of placing 2 "parity of autonotive prices" 
in 2 position of pvrecedence in the division of efficiencey gains 
fron the auto agreentent. Beyond that, and in the long run, it 
appears the Canadian industry will be able to pay wages of 
nominal parity or close to it. On the grounds of efficient 
international specialization, it does not, however, appear en- 


tirely desirable that such wages be paid. Insofar as realloca- 


tion of production is feasible within the political restraints 
set by lJorth imerican protection (and, in particular, within 
the politic2l restraints within which the automotive ragreenent 
m2y de continued), it is desirableto modify the single-industry 
productivity measure 2long the lines of the “parity of wage 


differentials" concept. 
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I. Wage Parity in the Farm Implement Industry. 

In spite of obvious Similarities between the automobile and 
implement industries, it has been argued that parity in the farm 
implement industry must be considered separately than in the 
automobile industry for a number of reasons: 

1. The Canadian automobile industry is very close to 

the center of the U.S. industry geographically, and has 

only small disadvantages in terms of access to supplies 

and to markets. The farm implement industry anderen. 

in contrast, are centered in the Detroit-Chicago area and 

to the west. Thus, while the present exchange differential 

of 8% may be enough to offset the relatively small basic 

locational disadvantages of Canadian automotive assembly 


plants, the locational disadvantages of farm implement 


producers are significantly greater. 


2. While the Canadian automotive assemblers are subsidiaries 
of large U.S. corporations whose major markets and manufac- 
turing operations are in the United States, the structure 

of the Farm machinery industry is different. In particular, 
of the large implement producers, Massey-Ferguson has rela- 
tively much more of its production (approximately one half) 

in Canada than do the auto companies. Thus, while the auto- 
mobile companies and the U.S.-based implement companies might 
be in a good position to absorb a steep jump in their Canadian 


wage rates by taking a continental view and "spreading the 


Ag 
cost" over their conparetively huge J.S. operations, 


Vassey-Ferguson is not in 2» position to do such spreading. 


3, The automobile industry is in 2 state of change fol- 
lowing the recent move towards an integration of North 
American production facilities. Thus, the parity ques- 
tion in autonobiles involves not only the ultimate long- 
run ability of the auto companies to pay parity, but also 
the auestion of the seaence in which changes will take 
place, varticularly insofar as price 2nd wage changes are 
seen 2s pertial alternatives. In contrast, farn imple- 
ment trade hes been duty-free between the U.S, and Canada 
for several decades’, end therefore the transitionsl vro- 
blems of the sutomobile industry do not apply to irplements, 
and, in 2ddition, the fundamental ability of Canadian 
producers to psy parity is more easily evaluated than in 


the automobile case. 


lL. The free trade agreement is a conditionsl one, in- 
volving 2 partial isolation of Canadian prices froriTss. 
prices, (Only Canadian sssemblers can import cars duty 


free, and in order to erin this privilege, they must pro- 


lonis is not to sey that North American tariffs do not in- 


ee ee ty ee 


EES ee NR et en 


fluence the location of farm inplenent producers, It 1s sone- 
times argued thet one reason for the concentration of tractor 
production in the J 3, is that there are advanteges in produc- 
ing farm 2nd industriel tractors together, and tariffs reuwain 


on industrial equipment. 
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duce certain amounts in Canad2.) In contrast, the free 
trade in farn machinery contains no such qualification, 
leaving Canadian production without vrotection. Thus, 
while Canadian car nanufacturers can escape some of the 
profit implications of parity by charging higher prices 
in Caneda, no such escape exists for farn implement manu- 
facturers. That is, they have no "second line of defence," 
and if varity wages have sufficiently adverse affects on 


their profit positions, they may consider leaving Canada, 


The third and fourth points are basically valid, although 
it nay be questioned whether 2 automotive free trade arrange- 
ment providing for partial price isolation of the Canadian 
narket is 2 stable one. (That is, while the Canadian production 
floors provide 3 short-run conpetitive escape, Canadian insis- 
tence on their continuation may lead to U.35. reservations re- 
garding an extension of the pact.) There nre also elements of 
validity in the first two argunents, although they raise pro- 


blems of interpret2tion. 


The degree to which the Canadian distance from the center 
of the farn inplement industry puts Canadian locations at 32 con 
petitive dissdvantzge (point #1) depends on the neture of the 
market and of the »anufacturing processes, The mejor issues can 
be outlined quite simply, although an adequate evaluation would 
involve 2 sizable study. Distance from the center of an industry 
is a disadvantage insofar as the n2eture of the market 2nd of 
production rethods make it necessary to ship to the central 


regions or beyond. Setting up 2 plant relatively distant from 


81 
the center is not necessarily disadvantageous if there is 2 
loc2l market to be served fron the plant; thus, for example, 
while the autototive industry has been mentored in the Detroit 
ares, there has been some tendency for the auto firms to 
establish local assembly plants to serve regional markets. 
Similarly, if there sre local sources of relstively inexpensive 
parts and other supplies, it may not be disadvantageous to 
locate in an area relatively distant fron the center of industry. 
In general, however, this last point is unlikely to be irportant 
in sophisticated manufscturing processes, 2s suppliers usually 
congregate near the center of 2 narket. (However, this helps 
to explain the greater tendency for tractor production, as com- 
pared to others for machinery production, to take place nesr 


Detroit. ) 


Ability on the part of noncentral producers to carve out 
local markets sufficient for vorofitable operation depends in 
part on > lack of major economies of scale (relative to the 
size of the local m2rket), For several reasons, it may be 
deduced that the 2bilityv to survive without competing in the 
center of the 7arket is more easily achieved in farm implenents 
that in 2utorobiles, The absence of the autorobile-type 
pressures for annual model chenges somewhat reduces the need 
for very long annual production lines. Furthermore, the survivel 
of six major heavy farm equipment producers conpared to four 
automobile producers suggests that the optinum size in farm 


equipment may be somewhat smaller in relation to the merket 


82 
than is the esse in er eee Nevertheless, these differences 
can easily be exaggerated. The organization of Massey-Ferguson 
production strongly indicates that there are sufficient eco- 
noriles of scale to nake wide distribution of equipment from a 
Single plant very advantageous (thereby putting producers in 
noncentral regions at a major disadvantage unless they have sovte 
offsetting advantage such as lower wages.) Their Detroit trac- 
tor plant serves 211 of North America: similarly, their combine 
production takes place only in Brantford, anc their baler pro- 
duction only in Toronto, In brief, although = catercorical 
answer would require 2 much more intensive study, the prelinin- 
ary indications are thet, becuse of the greater distance from 
the center of the orth American industry (and because of its 
lack of (temporary?) price isolation fron the U.S. market) the 
Canadian farm implement producers are in a poorer position to 


adsorb parity wages than 2re Canadian sutomobile producers. 


This brings us to the relative ability of “Massey-Ferguson 


eee 


eR Ee 
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Also, sore than one third of the North American farm 
equipment market is served by smaller conpanies. The co-existence 
of smaller with the large firns is explained by the wide range 
of items supplied by the industry, some of which are quite 
specislized. Particularly where equipment is designed for 
special local soil or clinate conditions or for special crops, 
Canzdi2n producers of such ite 1s may be under less competitive 


pressures than producers of relatively standardized itens 
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to absorb parity wages in convetition with producers who pro- 
duction takes place prevonder2ntly in the U.3. (point #2). 
There is sone ~erit in this srgu7ent since, if the Canadian 
operations are 2 large fraction of the total for a company, 
then wage pority will have 4 proportionately great potential 
impact on profits. If the change is sufficiently grext to 
involve 2ctu2l losses, there will be particular pressures on 
the company to reconsider their Canadian operations. However, 
aside fron the pressures which possible losses would create 
for guick decisions, the position of the Canadian operations 
of “assey-Ferguson and the Canadian manufacturing operations 
of 2 predominantly U.S. company would be basically similar. 
That is, if Canadian locations have basic disadvantages which 
meon that J.3. locations are preferable unless the wage dif- 
ferential is sufficiently great, then parity will provide both 
predonineitly Canadian and predominantly American firms with 
an incentive to locate new operations elsewhere than in Canada, 
and, depending on possible alterncotive uses of existing Cansdian 
plant 2nd equipment, to shift present Canadian operations to 
the U.S. In other words, while the ability of predominantly 
J.3. firms to "spread" the increase in Canadian wage costs 
reduces the pressures on them to make quick decisions, the 
Cansdian wage costs 3re nevertheless explicitly attributable 
to the Canadian operetions themselves, 2nd therefore, if wage 
parity puts the Canadian operstions at a disadvantége, then the 
firm has 2n incentive to escape the need for "spreading" by 


limiting its Canadian operations. The relative percentage of 


8h 


operations in Canada does not change this basic proposition. 


The wage “spresding" argument is essentially incorrect. 


It must be stressed that we have done no adequate study 
of the "ability" of the Canadian locations to bear wages of 
apparent parity. What we have argued is that there are basic 
grounds, derived fron the overall locations of the North American 
autonotive and farm inplement industries, for arguing that the 
farm inplenent industry is probably less able to bear p2rity 
wages than is the autonobile industry. Thus, cuite apart fron 
the restraints on exit provided by the conditional nsture of 
the autonotive free trade agreenrent, the potential danger of 
loss of Canadian industry 2s 2 result of varity 2vnpe2rs to be 
greater in the implement than in the auto industry. 

Thus fer, we have considered only the ability of inplement 
firms to pay parity without leaving the country. Once egain, 
the partially sepsrate question of desirability of parity night 
be considered. As Long as the Canedian industry is able to pay 
weges which meet parity of differentials criterion, it is one 
in which production should take place in Canada, from the view- 
point of efficient international allocation of resources (sub- 
ject to the restraints set by conmercial policies). Insofar as 
the push for wages exceeding *hose of parity of differentials 
concept would lead to pressures for the industry to relocates 
outside of Canada, such higher weges may be opposed on efficiency 
grounds. Insofar 2s Canadian producers are deemed to have the 


ability to pay more than parity of differential wages, the 
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difficult auestionrs of conpromise between the single industry 
productivity principle 2nd the overall productivity of the 
econony <rise, 2nd they 2re not such ezsier to solve in this 


c2se than in the suto industry. 


CHAPTER IT 


RECENT TRENDS IN U.S.—CANADIAN WAGE DIFFERENTIALS* 


In the previous chapter, the theoretical issues associated with the 
possible elimination of U.S.-Canadian wage differentials were discussed. 
In the last three chapters, data are preserited on the quantitative significance 
of the issue. In the current chapter, simple graphs are shown of the wage 
gap by industry; in the following chapters, the data on wage differentials 
are made the basis for calculations of the potential effects of wage parity 


on prices. 


Chart 1 U.S.-Canadian Wage Differentials, Manufacturing Average, 1949-1966 


U. $- G tes 
lvage D, {Loy cae & 
Is 
| 
{ 
52 | 
| 
hee Ee Pan 
 . ; “tag 3t3 
40 4 5 By _ 
| ani near gat arecodealcih sted! 
20 o- s 
lo | 
! 
be [ Recageet jee! eee eee a hr epee scented ne senorernernerneinsets spree Sewer 


44 eo SI 82 SS SH SY EL YT SY 54 bo bi G2 63 by bY 66 


i a 
AS hom nal A ferca ed. mam evchavje-adsasded di Yen 
*The data in this chapter are taken from D.B.S., Hours and Hourly 
Earnings (72-003); U.S. B.L.S., Employment and Earnings Statistics for 
the United States, 1909-1966 (Bulletin 1312-4); U.S. B.L.S., Monthly Labor 
Review. 


Annual data on hourly wages are shown on the charts, which provide 


no information or overtime or salaries. 


i 
As may be seen from chart I, the percentage difference in nominal 
manufacturing wages between the U.S. and Canada has declined since the 
mid-fifties, although this decline has been at a reasonable slow and steady 
rate, at least until about 1964. Prior to that time, during the Korean war, 
the differential showed some fluctuation, and during 1949-50 it had narrowed 
appreciably. 
The wage differential becomes less stable when it is adjusted for 
the difference in the exchange values of the U.S. and Canadian dollars. 
The decline of the nominal difference in 1949-50 is accentuated by the 
rise in the exchange value of the Canadian dollar during that period. 
During the fifties, the fluctuating Canadian dollar added a degree of 
variation to the reasonable stable nominal wage differential. With the 
fall in the Canadian dollar from its 5% premium in the late fifties to 
a pegged rate of 92 1/2 cents in 1962, the exchange-adjusted wage differen- 
tial widened noticeably; since that time it has been eroded by the more 
rapid rise in nominal wages in Canada than in the United States. 
In the following pages, similar charts are presented for major 
industrial groups, among which there are some noticeable differences. 
Most conspicuous, perhaps, is the tobacco industry, where average 
Canadian nominal wages exceed those in the U.S., and where the exchange 
adjusted wages are quite close in the two countries. The deviation 
of this industry from the overall Canadian pattern is primarily attributable 
to the concentration of the U.S. industry in the low-wage region and of 
the Canadian industry in the high wage region of Canada. 
At the level of aggregation shown in the charts below, the tobacco 


industry is the only one in which Canadian workers receive as high(nominal) 


-3- 

wages as in the United States. The more narrow the industrial sector 
considered, the more likely it is, of course, that an exception will be 
found to the general pattern of higher wages in the United States than in 
Canada. Wage parity can thus be found in certain parts of the pulp and 
paper industry, in sections of mining, and in segments of the steel and 
steel processing industries. In large part, these special cases of 
wage parity may be attributable to particularly strong productivity per- 
formance in the Canadian industry. In addition, they may also be associated 
with special institutional characteristics, such as the international 
agreements negotiated by the Continental Can Company and the Bethlehem 
Steel Company for its iron ore mine at Marmora. Similarly, international 
negotiations carried on by the U.S. automobile firms and the U.A.W. in 
the U.S. have dealt with the question of U.S.-Canadian wage differentials. 

This raises the question "What has been the effect of parity wages 
that have already been achieved?" A formal, technical answer might be 
"In the absence of equivalent productivity gains they have had an adverse 
effect on profits, and/or product prices and sales - with possibly adverse 
consequences on the Canadian Balance of Payments position. On the other 
hand, to the extent that parity wages have reflected equivalent productivity 
gains, then there have been none of these consequences ; instead the higher 
income of labour in these industries has been a direct reflection of the 
increased productive capacity of Canadians." But this is too simple a 
statement. For example, even in equal-productivity industries, it should 
be recognized that parity has represented an ad hoc application of a 
"single industry productivity" guideline, rather than an average productivity 


guideline, Hence, while the Canadian industry may not have declined, and 


ie 


may, indeed, have expanded at a more rapid than average rate, it may still 
have remained smaller than might be desirable for efficient international 
specialization. 

There is one warning necessary before turning to the comparisons below. 
Wage differentials may mislead to some extent because of differences in the 
composition of an industry in Canada and the U.S. As a hypothetical example, 
there could conceivably be an industry paying identical wages in Canada and 
the U.S. to any specific classification of workers; yet the U.S. all-industry 
average wage could be higher because of a concentration of U.S. employment 
in high-wage classifications. In practice, the error introduced by such 
considerations is almost certain to be a minor one.” Moreover, the problem 
is not one of bias, since this error is as likely to understate wage 
differences as overstate them. However, where such differences in industry 
mix exist, it becomes more difficult to attach real meaning to the concept 
of all-industry parity. 

With these caveats in mind, we now turn to the industry wage comparisons 
shown in the charts on the following pages. The smallest wage differentials 
exist in the petroleum, paper and wood products sectors. It would be tempting 
to generalize by observing that these sectors are built more or less directly 
on raw materials available in Canada, but the “early stage of production" does 
not seem to provide a sound basis for identifying areas of probable approach 
to parity. In particular, the leather industry and the food and beverage in- 
dustries are built quite directly on primary goods produced in Canada, and yet 


the U.S.-Canadian wage disparities in these sectors are among the largest. 


1 : ; 
For evidence on how industry mix affects wage averages, see our 
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CHAPTER IIL 


* 
THE POTENTLAL PRICE IMPLICATLONS OF WAGE PARITY, BY LNDUSTRIAL SECTOR 


In the first chapter, it was noted that wage parity raises two broad 
types of issues, one associated with the allocation of resources, and one 
associated with the general economic question of inflation and, in par- 
ticular, with the problems which arise when the objectives of full employ- 
ment and of relatively stable prices give conflicting signals regarding 
desirable monetary and fiscal policies. Both broad issues involve complex 
questions of theory and fact. In the first chapter, we dealt with the 
theoretical aspects of the allocation and inflation problems and, in par- 
ticular, the difficulties inherent in any government "rule of thumb" to be 


used as a point of reference in negotiations. 


In this chapter we will provide some data on the potential upward 
pressures on prices which might be associated with a move towards parity. 
It must be stressed that if one looks at the inflationary possibilities of 
wage changes, one should also look at the possibilities of inflation assoc- 
iated with changes in profits or other (money) incomes as well. Im con- 
fining ourselves to the subject of wage changes, therefore, we are taking 


a very partial view of the whole price problem. 


One other major qualification should also be stressed. Where wage 


increases - whether to parity or not - are accompanied by equivalent 
We eee 0 Se 


* 
We are greatly indebted to Karen Sharp for her assistance in the cal- 


culations, programming, and drafting of this chapter. 


productivity ipcretaess4 no pressures for price increases need arise. 
Because the strength of union demands for parity - and the willingness 

of employers to grant parity - is closely associated with productivity, 

it is possible that much of any posSile future movement to parity will 

have relatively little tendency to push up prices (relative to the U. S.). 
Any prediction of the actual price strains which will in fact be assoc- 
iated with parity must involve a judgment on the probable degree of parity 
which will be achieved without there being equivalent productivity changes. 
This clearly involves matters - both technological issues affecting pro- 
ductivity and bargaining strategies of labour and management - which lie 
outside the scope of this study. 

Rather than become involved in these complex matters, what we propose 
to do is to put the wage-price implications of parity in their simplest - 
and starkest - form. Specifically, we will consider the implications of 
an elimination of the U. S.-Canadian wage differential which is unaccom- 
panied by any change in relative productivity between the two countries. 
Because of the aforementioned tendency of both labour and management to 
appeal to productivity matters in collective bargaining, it is thus to be 
expected that the discussion below overstates - and quite possibly greatly 
misstates - the problems which will actually be faced in future movements 
to (parity. Put another way, the reader may wish to discount the figures 
given below to the extent that he anticipates a closing of the U. S.-Canadian 


productivity gap. 


Measured in the relevant sense. That is, the pitfalls in evalu- 


ating productivity, noted in Chapter I, are skipped over here. 


ues 


A. Potential First Round Effects of Wage Parity in a Single Industry 
Where Canadian wages rise relative to U. S. wages in a single industry 
without any corresponding closing of the productivity differential, the in- 
creased wage must somehow be shifted. It may be shifted forward, in the 
form of higher product prices, or it may be shifted to the suppliers of 
other contributors to the productive process, such as capital or material 
inputs. In the statistical sections below, the magnitudes involved in 
such shifts are studied. In fact, of course, the higher wage will not be 
shifted in only one of these directions; instead the effects would be di- 
vided in some proportion between higher output prices, lower rents and pro- 
fits, and lower returns to other inputs. In such a case, changes would 
be less than shown below, since each of the following estimates is a maxi- 
mum based on the assumption that the variable under consideration bears the 


whole burden of the wage increase. 


1. Assuming that total wage increase is shifted forward in the form 


of higher prices. 


Suppose that the Canadian wage increase necessary to close the U. 5.- 
Canadian wage gap in a single industry is passed along in the form of high- 
er prices. (The questions which arise when parity is gained in many in- 
dustries simultaneously are considered in Section Be) This may or may not 
in fact be possible, depending on the competitive pressures on the industry 
in question; this, of course, explains the view of many employers on wage 
parity - it is seen as a threat to their competitive position. The extent 
of potential price increase will depend on the extent of the wage increase, 


and the importance of labour as an input. If, for example, labour 


represented twenty per cent of the . cost of a product, and a thirty 
per cent increase in the Canadian wage is necessary to close the wage gap, 
then a complete forward shifting of an increase to parity would involve a 
six per cent price increase. Such calculations for sixteen industrial 
categories are shown in column 10 of Table I. The data are presented on 
two bases: first, assuming that workers achieve "nominal parity" in their 
negotiations, and second, assuming that they achieve parity wages adjusted 
for the exchange rate. Because of the discount on the Canadian dollar, 
the second of these figures is greater than the first; in the case of food 
and beverages, for example, the increase in Canadian wages required to 
achieve nominal parity would, if shifted forward in the form of higher 
prices, result in a 2.8 per cent price increase; exchange-adjusted parity 


would result in a 3.6 per cent increase. 


Two industrial groups - tobacco and petroleum - show a much smaller 
potential price effect of parity than do other industries. The small fig- 
ures for petroleum are the combined result of relatively small wage differ- 
entials, and of a low ratio of labour costs to final price. Tobacco is 
different from all other broad industrial categories in that wages, even 
after exchange adjustment, do not greatly differ between the U. S. and 
Canada. This may be attributed to the regional location of the tobacco in- 
dustry: in the U. S. it is located in the South where wages are generally 
at the bottom of the U. S. scale; in Canada, the tobacco industry is con- 
centrated in Ontario, a high-wage region. The exchange-adjusted U. S.- 
Canadian wage differential of 1¢ is trivial; if it were eliminated, the re- 


sulting price increase in Canada would be less than 1/20 of 1 per cent 
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(colsl0)s A movement to nominal parity would involve a reduction, not 
an increase in Canadian tobacco wages. Since this violates the spirit 


of this study, no calculations are shown for nominal parity in tobacco. 


In the sections below, more complex possible effects of wage changes 
are shown. Their exposition is greatly facilitated by formalized state- 
ment, and we therefore provide the basis for the later exposition with a 


formalization of the direct price changes discussed above. 


Price and cost of industry j may be broken down in the following 
way: 


PAg=" sae Pee di wee ove ce i 
J 1j 1 4 J J J (1) 


where E is| the price ofsproduct 2 733 ag its wage rate, and “4 the return 

to other primary inputs in this industry. Since we are interested in 
changes in these prices, rather than their absolute value, we set them all 
equal to 1 for the base year. Thus» Tae q, and we become proportion- 
ate amounts of product i , labour, and other inputs £6; Seah Pry j 3 more- 
over, we may interpret these as physical input requirements--with a physical 
unit being defined as "one dollar's worth" of the input at base year prices. 
In this analysis we assume away substitution between inputs; thus, a q, 
and Me are regarded as given constants. (1) then becomes an equation in 


which the only variables are the prices an Pa ue and . Moreover, be- 


cause of its linearity, (1) may be rewritten: 
AP. mize. OP. +oq Aw, + ov Ar. (2) 
J 1j ol a al ee 


where A signifies "change in" that variable. The analysis of this 


as 


chapter is simply a set of variations of this equation, which can be used 
to examine the effects of the change in labour costs, (Aw;) implied by 
wage Sas feys In this section we have already set out the possible effects 
of wage parity on final prices. In this case, we assumed that the price 
of primary factors other than labour, and all materials inputs remain con- 


stant, i.ee., for any specific industry j : 


oe, = AP. = 0 (3) 


(2) then became 


AP, = q,dw, 4 
J 4, ms (4) 


For each industry j , the two wage changes implied by apparent and real 
parity are substituted into (4), yielding two solutions for the degree that 
the price of j would have to be increased to fully compensate for higher 
wage costs; these figures have already been examined in column (10) of 

Table IL. The conclusion is that wage changes ranging up to 45 per cent 
would affect product prices by 10 per cent or less, At the one extreme, we 
have already noted that price in Petroleum, an industry using little labour, 
would be affected by only a fraction of 1 per cent; at the other extreme, 
price in the labour-intensive leather industry could be affected by as much 


as 10 per cent. 


The figures in colum (10) cannot be read en bloc, but must be inter- 
preted one at a time. We cannot yet consider the effects of wage parity | 
in all industries, since in this case all prices would be revised upwards, 


violating the basic assumption (3), [that AP. = 0]. 


Bec 


Since these calculations are based on the assumption that the inci- 
dence of higher wages falls entirely on output price, they may be inter- 
preted as maximum estimates. There are two exceptions to this general- 
ization. First, the achievement of parity in one industry may increase 
pressures for parity in others. If it does, it is relevant to consider 
the effects of parity in several, many, or all industries at once; this 
problem is studied in Section B. For the time being, it suffices to note 
that the price implications of parity in many industries will be greater 


than that in just one or a few industries. 


Second, we have assumed that the return to other factors remains con- 
stant; but in fact, the return to capital might increase. Where general 
market imperfections or political pressures (such as those represented by 
government guidelines) have resulted in sticky prices, a wage increase 
may be taken as the occasion for raising prices by more than enough to 
cover the wage increase; that is, wage increases may provide an opportun- 
ity to get around the profit restraints provided by market imperfection or 
by political pressures, and raise profits as well. In addition, it may 
be argued that competitive economic forces might result in an increase in 
returns to capital per unit of output. Where wages rise (in the absence 
of equivalent productivity increases), the costs of production rise, and 
therefore the amount of capital needed to finance a given quantity of in- 
ventories will rise. Where inventories are financed by borrowing, total 
interest charges will rise; where they are financed by equity, the in- 
creased volume of funds needed to finance the inventories may have to be attracted 


by higher returns to equity. Put slightly differently, it may be more 


Eos 


sensible to look on capital returns (interest and profits) as constituting 
a fraction of the selling price rather than an absolute number of dollars 
per unit of output. L£ profits remain constant, not in absolute dollar 
terms per unit of output, but as a fraction of the selling prices then the 


estimates in column (10) of Table I are understatements. 
Die Assuming total wage increase is shifted back onto input suppliers. 


Another possibility is that a parity wage might be shifted backward 
onto other inputs in the productive process. In this case the selling 
price of the final product, and the returns to all primary factors other 


than labour are assumed constant; i.e., for any specific industry j § 


oF =Ar, =0 (6) 
Thus (2) becomes 
-na, AP, = q,Aw, 7 
sistas Re (7) 
This single equation cannot be solved for the whole set of input prices 
(P,) unless we assume, for example, that all inputs bear the burden 


equally (i.e., that there is only one, average AP.)- In this case (7) 


can be solved, with the average change in input prices being: 
ee 


Laquation (4) would then be modified to 


q.Aw. 
AP, = —l (5) 
j 


Such a calculation has not be included in Table lL. 


-10- 


-q Aw, 
aan s Ban. (8) 
1j 
the negative sign | signifying a decrease. Two alternative Aw,‘s sub- 
J 


stituted into (7) yield two proportionate input price reductions (one based 
on nominal parity, the other on adjusted parity),These are expressed in per- 


centage form, and set out in column (9) of Table IL. 


Once again the estimates in column (9) must be interpreted one-at-a- 
time. One cannot view these estimates en bloc as a picture of the effects 
of parity in all industries at once. The reason is that the output of one 
industry is the input of another. Thus the effects on the ‘other' prices 


in the system can be isolated only if a single industry is considered. 


In examining the specific elements in column (9), we note that in the 
first industry - food and beverages - labour contributes 7.9 per cent of 
cost while material nutes ooh eri bane 66.5 per cent. The 34.7 per cent 
Canadian wage increase required to achieve nominal parity would, if shifted 


exclusively back to material inputs, involve a reduction in their price by 


4.1 per cent (i.e., from (8), P. = =O = -4.1%). The greatest 
pressure would fall on suppliers to the clothing industry (because of its 
large wage increase implied by parity) and printing (because the incidence 


would fall heavily on the relatively limited materials required by this in- 


dustry). 


The greater is the fraction of total costs over which the wage increase 
can be spread, the smaller will be the percentage decrease in input prices 


in the event of a backward shifting of wage increases. Thus, while the 


aries 


estimates in column (9) are in a sense maxima - the actual input price 
changes would be lower if part of the wage increase fell elsewhere - they 
may be exceeded for individual inputs if all inputs do not share the bur- 
den equally. If, for example, the prices of half the inputs were immune 
to backward shifting - as might be the case if inputs were imported, with 
their prices being established in international markets - then, if the to- 
tal burden fell on the remaining half of the inputs, their prices would 
fall by twice as much as the percentages shown in Bou CONE From the 
viewpoint of an individual supplier, therefore, there is no assurance that 
the data in column (9) will represent the limit of the pressures to which 
he might be subjected. The more specific to the industry the item he 


supplies, the greater is his potential problem. 
3. Assuming Wage Increases borne only by other primary factors. 


The final possibility is that wage increases fall entirely on primary 
inputs excluding labour; in this case, the prices of all other inputs and 


the product price remain constant, i.e.: 


AP, = AP. = 0, for all i (9) 


Thus (2) becomes an equation relating the change in these factor returns 
to the wage change; 


-q.Aw. 


dr, = =o (10) 
j 


with the negative sign signifying that if wages increase, a decrease in 
other primary returns is implied. For each industry, the two alternative 


parity wage increases in column (7) are substituted into (10), providing a 


=1ige 


solution in each case for oe the proportionate decrease in returns to ra 
other primary factors (e.g., capital, land, etc.). These figures, re- 

expressed as percentages, are shown in column (8) of Table I. In some 

industries (leather, clothing) the picture is one of very substantial 

pressure on these returns both because of the size of the wage revision 

involved in reaching parity, and also because of the large impact of any 

wage change on the costs of these labour-intensive industries. At the 

other extreme, in the petroleum industry (with its very limited labour 

requirements) total costs and hence returns to other primary factors 


would be much less affected. 


One of the important factor returns described by these calculations 
is profits, and the effect of wage parity on profits may be understated 
in this table. If producers have capital leverage provided by borrowings 
with fixed interest payments, they will be unable to shift any of the bur- 
den on the interest segment of capital, and the impact on profits will be 


even greater than shown in column (8). 


Rent is another factor payment that should be considered in detail 
along with profits, since it is often assumed that these would be the first 
; : 1 : 
to be squeezed by wage parity. In the case of economic rents, there is a 


likelihood that these payments, being a residual, would not only be held 


te a ee 
mean one rents are "payments to any factors in fixed supply above 

that necessary to keep them in their present occupation." This differs, of 

course, from the business definition of rent as a payment made for the 


services of housing, machinery, etc. 


5 Gilde 


down, but even reduced or eliminated by wage parity. Profits also appear 
to be vulnerable. However, to the degree that profit is a return necess- 
ary to keep capital in its present occupation, wage parity cannot be gained 


at the expense of profits. 


This highlights the fact that the price changes we have calculated 
above, (and in Section B below) simply cannot be realized. Hence we view 
these calculations as price "pressures", rather than actual changes; pressures; 
which will give rise to broader general equilibrium adjustments, described 


in Chapter 4. 


Bs Potential General Equilibrium Effects of Wage Parity in a 


Single Industry, and in all Industries. 


Although the data presented above gives an indication of the possible 
direct effects of wage parity (subject to a number of specific assumptions) , 
they do not present an adequate view of the potential effects of changes 
which work themselves through the economy. Specifically, the output of one 
industry frequently provides the input of another, so that an increase in 
the price of the first industry's output will, if passed along, also cause 


an upward movement in the price of other industries. 


Such indirect effects may be estimated with the use of an input-output 
system, the details of which are given in the formalized statement below. 
Unfortunately, up-to-date input-output data are not available; the most 


recent table available for 1959 was used in the derivation of 


athe 


Tables ee Tables 2 and 3 show the total effects if wage parity is 
achieved in single industries; that is, it shows the effect of a wage in- 
crease in a single industry which is passed along in the form of higher 
prices, which are in turn passed along by user industries in the form of 
higher prices for their outputs; and so on, Tables 2 and 3 thus pick up 
indirect effects; but, other than this major change, the assumptions on 
which they are based are similar to the assumptions behind the price col- 
umn (i.e., column 10) of Table I. That is, it is assumed that the elimi- 
nation of the U. S.-Canadian wage differential is unaccompanied by any 
closing of the productivity gap; to the extent that such a productivity 
change occurs, figures of Tables 2 and 3 would have to be scaled down. 
Secondly, it is assumed that the (absolute) returns to capital remain un- 
changed. As noted in Section A above, there might in practice be dewi- 
ations from this assumption in either direction - capital returns might 
be depressed by the rise in wages, in which case the estimates of Tables 2 
and 3 would have to be lowered; alternatively, absolute capital returns 
might increase (as would be the case if percentage profit margins were main- 
tained, for example), in which case the estimates of Tables 2 and 3 would 
be too low. 

Table 2 shows the effects of exchange-adjusted parity, and Table 3 


of nominal parity. Thus, for example, if exchange-adjusted parity is 


Ie are indebted to Professor John Sawyer for making available a re- 
vised input-out table for 19595 see "Import and Employment Content of the 
Components of Gross National Expenditure" Working Paper 1968, Institute for 
the Quantitative Analysis of Social and Economic Policy, University of 


Toronto; 1967. 
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achieved in textiles (column 11, Table 2), then the price of clothing 
(row 12) will increase by about 2.9 per cent. We note that this is an 
exceptionally large off-diagonal element. In general such price in- 
creases induced by parity in another industry are less than 1 per cent. 
Large figures of course occur in the diagonal elements, reflecting the 


large price increase in any industry in which parity wages occur. 


Lt has already been noted that exchange-adjusted parity in the to- 
bacco industry would not mean large wage changes. But the tobacco in- 
dustry is unique in another way: its wage change affects only its own 
price. When we examine this column (No. 8), we note that all elements 
(except the diagonal) are zero. Since no other industry used tobacco 
products as an input, a tobacco price increase ends there. On the other 
hand, the transportation, storage, and trade industry (No. 24) is an im- 
portant supplier to almost every other industry. Although the initial 
price change required by this industry to finance exchange adjusted parity 

is not large (7.0 per cent), a substantial part of this is transferred to 
almost all other industries; the average off-diagonal price increase in 


this column is about 0.6 per cent. 


Several other observations come as no surprise. Wage parity in 
forestry would have considerable effect on both wood products and paper 
products. Parity in textiles would have a substantial effect on clothing 
(a price &fect of 1.8 per cent for nominal parity, and 2.9 per cent for 
exchange-adjusted parity); but the reverse is not true, with parity in the 
clothing industry having little effect on the textile industry (a price 
effect of 0.0005 per cent for nominal parity, and 0.0009 per cent for ad- 


justed parity). 


eee 


The information in Table 2 is summarized in Table 4; Table 3 is 
summarized in Table 5. In Table 4, the first column gives the wage in- 
crease necessary to achieve adjusted parity in each industry; in colum 
2 we show the initial price increase that this implies; column 3 repro- 
duces the diagonal elements in Table 2, showing the eventual equilibrium 
price increase in the industry in which parity is introduced; colum 4 
shows row sums from Table 2, indicating the effects on each industry if 
all industries achieve pariey te Thus, for example, exchange-adjusted 
wage parity in the leather industry (No. 10) implies a wage increase of 
about 415 per cent; this implies an initial price increase of about 12% 
per cent; but after this increase percolates throughout the cost/price 
structure of all industries, its eventual equilibrium price increase would 
be over 163 per cent; finally, if all industries achieve parity, the price 
increase in leather would be about 205 per cent. Table 5, a similar sum- 
mary of Table 3, shows the more modest potential effects of apparent wage 
parity. A similar analysis is given on a more disaggregative set of 
42 industries in Appendix A. Table Al shows how our 28 and 42 industry 
classifications compare, while Tables A2, A3, A4 and A5 correspond to 


Tables 2, 3, 4 and 5 above. 


Before proceeding, we note that the industries included in Table 2 
differ from those in Table l. The input-output matrix, used to derive 


Table 2 is based on 28 industries--including the manufacturing 


lone calculations in column 3 involve solving (17) below with the dia- 
gonal element in the dummy vector t set equal to 1 , and all other ele- 
ments 0 ; the calculations in column 4 follow from setting all elements 


in’*t sequal to, iia. 
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faateecree of Table I along with resource and service sectors. fo 
appeared wise, since this information was available, to use it. Hence 
this analysis included the equilibrium effects,as cost/price increases 
percolate not only through manufacturing, but also through the resource 
and service sectors. In the interests of completeness, wage increases 
necessary to achieve parity (as, for example, in Table 4, colum 1) were 
also calculated for these non-manufacturing sectors. The effects shown 
in Table 4, column 4, are based on the assumption that parity is achieved 
in the resource and service sectors, as well as manufacturing; but the 
effects of parity confined to manufacturing could easily be calculated 

by summing the appropriate elements (7-21 inclusive) in each row in Table 


gu? 


There is another problem involved in comparing Tables 1 and 4, The 
initial price changes ee, in Table I are, without exception, less than 
the price increases (QAW) in manufacturing shown in Table 4. Table IL 
presents figures for 1964, but because interindustry information as recent 
as this was not available in adequate detail, 1956-59 figures were used 
for Tables 4 and 5. This is the source of the discrepancy; but we are not 


entirely clear why the latter year (1964) should show the lower figures. 


With one change: in Table 2 Motor Vehicles and Parts are included in 


the Transportation Equipment industry. 


s Other variants are also possible. For example, the effect of parity 
in the Agriculture, Transportation, and Chemical industries (Nos. 1, 24, 21) 
on Food and Beverages (No. 7) is calculated by adding elements 1, 24, and 


21 in the seventh row (i.e., AP_ Sebi e235 + 1.30 = 2.11 per cent). 


9 de 


It could, of course, be explained by a substantial decrease in labour- 
intensity in manufacturing between 1956-59 and 1964; or it could be the 
almost inevitable inconsistency involved in comparing two independent 
calculations of the same economic phenomenon. In. ed ther, case; (the 
authors incline towards the 1964 figures. This means that the calcu- 
lations in the last three columns of Table 4 (for example) may over- 
state price effects, if the initial price increases in column 2 

are too high. But one very important contribution of Table 4 is quite 
independent of any absolute error of this kind: a comparison of the 
relative size of corresponding figures in columns 2, 3 and 4 can be en- 
lightening. Thus the estimates 123, 163 and 205 for the leather in- 
dustry in Table 4 may all be too high. The point is, however, that the 
eventual price increase by this industry will be about 25 per cent more 
than the initial increase necessary to cover its higher wage costs; and 
if all industries achieve parity, its price will be raised again by about 


this same percentage. 


As a final observation, we note the price increases shown in column 
4 of Table 4 generally range between 10-20 per cent. Thus, with wage 
increase in all industries of about 35 per cent, the cost-of-living rises 
by only about half this amount. So about half the increased wage is 
eroded by a higher price level. The question is: what of the other half? 
By what means does labour succeed in raising its standard of living at 
ayiL Ik ys Assuming, as we have, that Canadian productivity does not close on 
Ul 'S.“productivitys” the=dnswer is:?*at*the expénséemol other non-wage in- 
come earners, who are assumed in this analysis to have frozen money incomes 


(and thus falling real incomes) in the face of a rising price level. (The 


2732 


assumed stability of import erices? also moderates the upward drift in 
prices). It is now evident that we are becoming heavily entangled in 
severely restrictive assumptions: for example, the assumption that non- 
wage incomes do not move with substantial changes in the price level; and 
the assumption that import prices do not change--a premise that requires 


an exchange rate independent of the Canadian price level. 


This raises the whole question of whether, in the face of inter- 
national competition, prices in an open economy can be raised at all--re- 
gardless of how severe the pressure of rising costs. For differentiated 
products which are not yet priceg at the world price plus the full Canadian 
tariff--i.e., in which all present protection is not ‘used'--some price 
increase is still possible, albeit at the expense of lost sales to imports. 
But if full protection is now being used, no such margin exists, and short 
of additional tariff protection: the firm increasing its price would be 


pricing itself out of the domestic market. 


“igh the 1959 Input-Output analysis of this section, imported and do- 
mestic inputs could be distinguished, with the ay and r referring to only 


domestically-produced goods. 


Tt might be interesting to compare the effective protection such in- 
dustries now receive (on the limiting assumption that it now all goes to 
labour) with the additional effective protection (=AW) they would require 
to raise their wages to parity. 

It is interesting to note how this analysis is related to the effective 
protection calculation. Setting are = 0, (2) may be written; 


AP. a-sota pAb. 
t j £]* Gis 


Aw, = 
W; q, (11) 


Assume that any tariff increase (Ar) is reflected in a price increase, 


ie 


And in export markets it is even more difficult to raise price. 
If a firm has substantial export sales, and these are ata given inter- 
national price, price adjustments (to cover higher wage costs) must be 


even greater on the balance of its sales in the domestic market. 


In summary, for firms doing a substantial export business at a 
given international price, all required price increases would fall on 
domestic sales, and all the foregoing calculations understate as a con- 
sequence, Moreover, we have simply calculated price increase "required" 
to finance wage parity; we have not passed judgment on whether or not 


these increases are "feasible" in the face of import competition. 


A Formalized Statement 


To solve the potential general equilibrium effects of wage parity, 
we recognize that there is an equation similar to equation (2) for each 
industry. Thus: 


AP. = (a, AP) +a 


1 AP ose) + q,4w + yv_Ar 


21 1 ial 


AP, = (a, ,4P, + Ay .AP ++) + qAw, + vAr, 


1.€.5 


(11) now becomes: 


additional effective protection required = AMG = (12) 


Effective protection calculations involve solving (12) for aa given ey 
and all the At,- In our analysis, we reverse the procedure, taking a 
given (parity) a. and solving a whole set of equations like (11) for the 


set of AP. and AP.. 
j Th 


ples 


AP. os (a, 4?) + a, AP +++) + q fw, + v Ar, (13) 


The solution is then not the solution of one equation for each industry; 
rather it is the solution of a set of n simultaneous equations in the 


n variable price changes (AP ,)- 


Specifically, we assume that returns for primary factors (other 


than labour) remain constant: 
aa = 0, for all j. 


Thus the last term in each equation disappears. For any given set of 
wage changes (Aw) these n equations can now be solved for the n_ un- 
known prices 8S The solution indicates the new equilibrium set of 
prices, with the price of any product just sufficient to cover the cost 


of higher-priced Liyttl S ce 


In matrix notation (13) becomes 
AP = A‘'AP + QAw (14) 
where AP is a column vector of price changes 


A' is a matrix of input-output coefficients (a; 5)5 this is 
the transpose of the matrix used in familiar input-output 


analyses; 


Aw is a column vector of wage changes implied by parity, and 
Sn 


door a further discussion of primary and secondary price adjustments, 
see W. Leontief, The American Economy, and R. J. Wonnacott, Canadian-American 
Dependence; An Interindustry Analysis of Production and Prices (Amsterdam: 
North Holland Press, 1961). This analysis is recognized as a set of vari- 


ations on the Leontief dual price model. 


Ge 
Q is a diagonal matrix containing the elements dy? Ipreeeod, > 


(14) can be written 
(I - A')AP = QAw (15) 


and, since (I - A') is non-singular: 


Ree (TL A") OAw (16) 
With a constant A' and Q, a unique solution for equilibrium price changes 
(AP) is derived from a given vector of wage increases (Aw). This vector 
of wage increases will have entries in those industries in which wage par- 


ity is achieved, and zeros elsewhere. 


For easier practical manipulation, a slight variation is useful. 
The vector Aw is replaced by AWt, where AW is a diagonal matrix of all 
parity wage changes. t is a dummy colum vector, with any element t, set 
J 


equal to) lm if wage parity occurs in, thatindustry, and Os if itedoes 


not. Then the system can be written: 

AP = [I - a') toawe (17) 
or 

AP = Et 


where E is the matrix [1 - a']toaw. The elements of the E matrix re- 
present the change in the price of industry i due to wage parity in in- 
dueery Saji. jable seis, just this) E matrixg’set outsin full, sates 
industry level of aggregation, and assuming exchange-adjusted parity. The 
corresponding E matrices for a 42-industry aggregation are set out in 


Tables A2 and A3, in Appendix A, 


CHAPTER IV 


CONCLUSIONS 


We now confront the theoretical discussion in Chapter I with the 
above empirical estimates to answer the question: "What would be the 
aggregative effects of wage parity?" It is clear from the preceding 
chapter that the answer depends critically on key assumptions at var- 
ious stages of the analysis. The whole set of combinations and per- 
mutations of these assumptions yield a wide range of outcomes; no single 
one of these is very likely, but some are more likely than others. 
While all possibilities cannot possibly be described, it is feasible 
to consider a few--at various stages indicating the major respects in 
which our estimates overstate on the one hand, and understate on the 
other. Our hope, in this admittedly rough sketch, is to bring the key 
issues into better focus. We round our estimates unmercifully; to do 


otherwise would suggest a precision this analysis cannot support. 


A. Nominal Parity 


This would involve an average increase of 25 per cent in Canadian 
money wages. With no changes in relative productivity, and other fac- 
tors held to cheir present money incomes, this implies price pressures, 
ranging from 3 - 20 per cent, depending on the sector involved (column 


4, Table 5) or an average pressure in the neighbourhood of 10 per pence: 


a¥: a round number, 10 per cent may be too high on average. The 


actual figure used in all calculations below was approximately 9 per cent. 


An overall price increase of about 10 per cent could obviously not be sup- 
ported in an open economy like the Canadian. The expected result would 
be balance of payments pressures resulting in a depreciation or devalu- 


ation of the Canadian dollar. 


The adjustment to rising wages and prices of course need not be en- 
tirely absorbed by exchange depreciation. The use of tariffs and quotas 
to defend the balance of payments is another option; although these are 
assumed away for now, they will be considered later. Alternatively, higher 
Canadian wages could result in severe short term unemployment; since this 
would reduce income, imports and hence the payments imbalance, this would 
reduce the necessity of exchange devaluation. In this study it is assumed 
that unemployment does not occur; hence the implicit assumption is intro- 
duced of a sufficiently easy monetary and fiscal policy to maintain full em- 
ployment (including, for example, an expansion of the domestic money supply 
to accommodate price increases). In these circumstances adjustment pressures 
would be transferred fully onto the exchange rate, The point here is that 
if part of the adjustment is not so transferred, but rather takes the form 
of unemployment, the cost of wage parity would be even higher than projected 
in this study, since real income (potential output) would be foregone; more- 
over, there might also be partial loss of the unemployed Canadian labour 


force through emigration or reduced immigration. 


A careful estimate of the effect on the exchange rate of such inflation- 
ary pressure would require an examination of individual price pressures, 
along with each product's sensitivity to import competition and loss of 
foreign markets; ideally we should describe how the trade flows of each pro- 


duct are a function of its price change, then solve for the Canadian dollar 


5 


that returns the Canadian Balance of Payments to its present aaa ivetiat 
Even if this detailed analysis were possible, it would still miss the do- 
mestic diversion of resources that such an uneven intersectoral pattern of 
price pressures would induce--with this resource diversion making the 
eventual pattern of realized price increases less uneven than Table 5 


suggests. 


This forces us back to a simpler, rough-and-ready estimate: to keep 
the international price of Canadian goods from rising, a 10 per cent in- 
crease in the domestic price level would have to be offset by a decrease 


in the exchange rate by about 10 per cent. 


The industry implications of this can be reviewed in the last column 
of Table 5. A possible expansion is implied in those industries for which 
this exchange depreciation more than compensates for the domestic price 
pressure (column 4); while pressure to contract would fall on those sectors 
for which this exchange depreciation would fall short of domestic price 


pressures. 


With a depreciation of just less than 10 per cent we are thinking in 
terms of roughly an 85¢ Canadian dollar; but this projection may err sub- 
stantially in either direction. On the one hand, 85¢ may be too low because 


of the following assumptions: 


1. All balance of payments pressures exert themselves in a revision 


of the exchange, rather than in some other way (tariff increases, quotas, 


tied also project likely effects of price change on capital flows. 


By ie 


ete.) Moreover, it is assumed that ‘unused’ Canadian protection does 
not now exist. If a) some products are priced in Canada below the 
foreign price plus the Canadian tariff, and b) their price may be raised 
, : , A 1 P : : 

without inducing imports, then some price increase in Canada may occur 
without inducing Balance of Payments pressures. (This sort of adjust- 
ment has the same effect as an increase in the Canadian tariff; a higher 
Canadian price is protected by previously unused portions of the present 


tariff, rather than an increase in the tariff). 


Ze It is assumed that there is no closing of the productivity gap. 
Such productivity change might be induced in Canada by higher wage cost. 
Or it might occur for other reasons; some autonomous business or govern- 
ment policy change (as, for example, in the auto industry) might generate 
a productivity increase that would, at least in part, cover the parity 
wage increase. It must be recognized however that autonomous productivity 
changes could operate in the other direction as well--increasing the pro- 


ductivity gap and inducing an even lower exchange. 


oF Our interindustry analysis abstracts from substitution effects; 
strictly speaking, it describes a situation in which firms cannot substitute 
lower-priced for higher-priced inputs. To the degree that such substi- 
tution would allow firms to hold down their cost increase, price and ex- 


change effects would be moderated. 


Note that (a) and (b) are two separate conditions; (b) does not 


necessarily follow from (a). 
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4, This analysis includes the effect of wage parity not only across 
all manufacturing, but also in non-manufacturing. But the great pressure 
and bargaining strength is now being felt in manufacturing, and only in 
selected sectors there. Across-the-board wage parity is an assumption that 
the authors find implausible; thus this paper must be regarded as a hypo- 
thetical and analytical study, rather than a prediction. Or to restate: 
we analyse the possible (price and exchange) effects of a very improbable 
initial condition (wage parity). In our view it is an interesting example 
of how important a hypothetical analysis can be in economic policy formu- 


lation; but it is no more than that. 


We now turn to the reasons why our projection of an 85¢ dollar may be 


too high. 


ite Our interindustry price analysis is based on the assumption that 
import prices remain constant. Yet with rising Canadian prices and a fall- 
ing Canadian dollar, import prices would also rise, generating a greater 


equilibrium price increase than our estimated 10 per cent. 


tae Other factors are assumed to take not only a reduction in their 
relative share of national income (their money returns remain constant; 
while wages rise), but even more serious, a reduction in their absolute real 
income (their money returns remain constant as prices rise). This is ob- 
viously a very strong assumption. But if one considers rents, this assump- 
tion might be made even stronger. The effect of a very large wage increase 
might be to reduce not only the relative income and real income of rentiers, 


but also their money income. In some instances economic rent going to 


=66 


other factors might be completely eliminated--or more precisely, appro- 
priated by labour. But when we turn to other forms of non-labour income, 
it seems implausible to argue that a reduction in real income would be 
tolerated--for a number of reasons. For example, other factors may be 
able to exercise bargaining power like labour; or, even if the markets 

for their services are completely competitive, the possibility of migrat- 
ing to the U. S. may make their supply of services very elastic, thus pre- 
venting real income reductions. If for any such reason they will not 
tolerate a real income reduction, then the change in Canadian prices and 
the exchange is underestimated. There would now be no domestic factors 
to carry (with a lower real income) the higher real income of labour. And 
in those circumstances equilibrium would be restored only ata 25 per cent 
higher money return to all (labour and non-labour) factors and a 25 per 
cent higher price Vege And the (relative and absolute) real income of 
all factors would remain unchanged. The further implication is a 20 per 


cent lower gal et ae or about a 75¢ Canadian dollar. Clearly, the ability 


mein coir Rs this eventual result is the same with the weak assumption 
that non-labour factors resist a lower real income, or the stronger assump- 
tion that they, like labour initially achieve a 25 per cent increase in their 
money income. The only difference is that with the latter assumption there 
is an immediate 25 per cent change in money incomes and prices, while with 
the former assumption the 25 per cent change represents only the eventual 
equilibrium. 


aNote that any given price increase (i.e., 25 per cent) is offset by a 


somewhat smaller exchange devaluation (20 per cent) as follows. Let the old 
price level be 100, and exchange be 1.00. With a 25 per cent inflation, the 


new price level becomes 125 and with a 20 per cent devaluation the new exchange 
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of non-labour factors to protect themselves from a reduction in real in- 
comes becomes a critical issue. To the degree that they succeed fully 
a 75¢ dollar is implied; if they are unable to protect their present real 
income (and can only maintain their present money income) an 85¢ dollar 


is implied. 


3. In this analysis it is assumed that there is no further wage in- 
crease to compensate for the erosion of rising prices. In fact, it might 
be expected that labour would attempt to protect its real wage increase by 
further money increases. Nominal parity may remain a labour objective at 
a 923¢ dollar; but at a 75-85¢ dollar, the objective is almost certainly 
to become '"'adjusted" parity. Thus with substantial devaluation, labour 
might lose any "exchange sO dn git and shift its objective from nominal 


to adjusted parity. 


Br Adjusted Parity 


What happens if the uniens succeed in this objective? 


A 75¢ - 85¢ Canadian dollar attributable to nominal parity 


4 


implies an immediate and automatic wage claim of another 20-35 per cent. 


i EE En EEE EI ae en 


rate becomes .80; thus the international price of this country's goods be- 


comes 125(.8) = 100, as before. 


eee ied like "price illusion". Specifically, labour concentrates 


only on its money wage without regard for movements in the exchange. 


-Se 


But even this would not generate adjusted parity, since it would set off 


a further rise in prices and devaluation. 


The process is like running up a down escalator, which turns out not 

to be an escalator after all, but a treadmill; the more effort expended 

in running up, the more rapidly it moves down. L£ non-labour factors 
succeed in protecting their real income and there are no concurrent pro- 
ductivity improvements, the two speeds are identical, with labour unable 
through this effort to improve its position. Labour cannot reach a higher 
real income level, short of productivity gains or an income redistribution 
in its favour. If non-labour factors can hold only their present money 
income (but not their real income), there exists a new equilibrium con- 


sistent with adjusted parity involving a Canadian dollar of Aavte: 75¢i 


Feat Betun under adjusted parity requires thatlabour achieve an in- 
itial 35 per cent money wage increase (see last item in column 7, Table I), 
plus whatever money wage increase is necessary to offset exchange depreci- 
ation (i.e., to offset domestic price increase); this implies a 35 per cent 
real wage increase, or over double the 15 per cent real increase labour would 
achieve from nominal parity (recall that nominal parity involved a 25 per 
cent rise in money wages and a 10 per cent price increase--thus a real wage 


increase of less than 15 per cent). Applying this multiple (i.e., 


Sisyh 
less than 157% 


= 2.5) we calculate the required money wage increase to be 


2.5 (25 per cent) or about 60 per cent, and the resulting price increase to 
be 2.5 (10 per cent) or about 25 per cent. This implies a dollar depreci- 


ation of about 20 per cent. 


But if non-labour factors will not tolerate any reduction in real income, 
then the process is one of continuous escalation of the wage and price 


level, and a continuous dollar depreciation. 


The discussion so far is summarized in the first two columns of Table 6. 
While any move to parity unaccompanied by productivity inereases will bring a 
depreciation, only a special subset of circumstances will induce the con- 


tinuous process of depreciation that is sometimes assumed. 


But even in these special circumstances, there remains one possible 
escape from continuous devaluation: insulate the Balance of Payments from 
the pressure of rising domestic prices by quota or tariff restrictions. 

Lf£ enough stops of this kind are pulled, adjusted parity is possible--even 
(conceivably) at the present 923¢ dollar. Domestic prices would of 

course be higher; in these circumstances there would be an important differ- 
ence between adjusted parity (which could be achieved, but would now be- 
come a less meaningful goal) and real parity (which now becomes the meaning- 
ful objective, but is even less attainable than before). International 
trade theory suggests that trade restrictions would be likely to lead to 
lower real income (at least for Canadians on average, though not necessarily 
for every sector). The result of trade restrictions, with the associated 
inefficiencies of resource allocation; would be an increase rather than a 
decrease in the productivity gap. Since in any circumstances, real parity 
can be achieved only by closing the productivity gap, it is difficult to 
justify a (high tariff) policy that would have exactly the opposite effect. 
Or to restate: this line of defence (higher tariffs) would move the country 


away from--rather than towards--a real parity goal. 
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Earlier we concluded that a substantial devaluation of the ex- 
change would likely cure labour of any exchange illusion, and result in 
labour shifting from a nominal to an adjusted parity objective. A 
parallel observation is now appropriate: tariff-protected price in- 
creases may cure labour of any ‘price illusion’; at that point real par- 


ity rather than adjusted parity may become the labour objective. 


Cc. Real Parity 


What are the implications of this? As long as all balance of 
payments pressures are absorbed by the exchange, the results with real 
parity (column 3) would closely parallel the results with adjusted par- 
ity (column 2). The big difference now is that tariff policy no longer 
provides an escape from the continuous devaluation in the last “sical Higher 
tariffs bring higher prices, thus preventing labour from achieving its 
real income objective. This objective can in fact only be achieved by 


closing the productivity gap. 


tere is also a difference in comparing elements in the first row, 
where non-labour factors tolerate a real income reduction. Since they 
hold their incomes constant in money terms only (because either they lack 
bargaining power, and/or they suffer from their own set of illusions), a 
75¢ dollar would be feasible. Its value, in fact, should be even higher: 
since the exchange-adjusted cost of living is lower in Canada, real parity 
would involve a smaller wage claim by labour than adjusted parity--hence a 
higher equilibrium exchange rate--of about 80¢. (Specifically we note 
from Chapter I that the cost of living (without exchange adjustment) is 


about equal in the two countries. Thus labour's initial claim would be 


IT = 


To sum up: if non-labour factors cannot prevent a reduction in their 
real income, row 1 is relevant and labour may be able to get parity (at a 
lower exchange rate). But although there is some prospect labour might 
be able to squeeze (or even eliminate) economic rents, it is not in as strong 
a position vis-a-vis other non-labour factors. If such an income redis- 
tribution in labour's favour is not feasible, row 2 is relevant, and the only 
parity labour can achieve must be based on its own (price or exchange) 
illusions, or one based on equal productivity. In the last analysis, pro- 
ductivity remains the key to real income gains; it further follows that if 
the present productivity gap is closed by say, half, because of parity wages, 


all effects implied in Table 6 should likewise be cut in Agee 


With some regret, we recognize that this study may erroneously be 

viewed as anti-labour, since we have focused on the effects of a sudden increase 
eee ee re 
a 25 per cent wage increase, to be followed by whatever wage increases are 
necessary to offset any price increase--in short, a 25 per cent real wage in- 
crease. Using an argument parallel to the one in the previous footnote-- 

and noting that the multiple is now just less than 2, rather than about 2.5-- 

we calculate the necessary wage increase as less tha 50 per cent, with a 
domestic price increase of 15-20 per cent, and an exchange depreciation of 


about 15 per cent). 


1 : ; ‘ P A dears ‘ : 
Bearing in mind that ‘continuous depreciation’ remains ‘continuous de- 


preciation' albeit only half as fast. 


i= 


in wages, rather than profits or other factor returns. It must be pointed 
out that a similar analysis might be undertaken for any other factor, seek- 
ing an increased return without an equivalent increase in productivity. 

The same implications follow, with the same general conclusion: unless the 
fundamental productivity problem is solved or Canadian income redistributed, 
the process must be illusory, or self-defeating. The smaller the factor, 
the less severe the consequences, of course; (just as, the smaller and less 


influential the union, the less severe the consequences of wage parity). 


D. Conclusions: other options 


We cannot emphasize too strongly that this is an analysis of a hypo- 
thetical situation; it is not a prediction. We have examined in some de- 
tail the logical consequences of hypothetical wage parity without productivity 
parity, on the assumption that the entire adjustment falls on prices. On 
the other hand, a prediction would require recognition that a parity increase 
will simply not occur in every industry, and where it does occur there may 
be some accommodation in the form of induced productivity increase. The 
issue then reduces to the effect of the remaining wage increase that is not 
offset by productivity increase. The adjustment to this will be a much more 
complex one than the simple price adjustment analyzed here. Instead there 
would be a whole set of adjustments, occurring in some (indefinable) combin- 


ation; two important possibilities should now be considered in some detail. 


First, monetary and fiscal policy may not be sufficiently easy to com- 
pletely accommodate wage and price increases, with the result being unemp1 oy - 
ment; (indeed one would expect a government faced with the two problems of 


domestic unemployment and balance of payments deterioration to institute a 


Lavage 


set of policies which alleviates each to some degree, rather than com- 
pletely solving one at the expense of the other). We have already pointed 
out that unemployment is a more costly form of adjustment than price change, 
since unemployment raises the question not only of foregone real income, 
but also loss of the labour force. Analysing this case would also be much 
more difficult; it would involve a specification of migration response 

and of how rapidly unemployment would erode the wage level over time; or, 
alternatively, if there were no erosion of Canadian wages and prices, the 
issue would reduce to the time required for a more rapid price increase in 
other countries to overtake the Canadian price level. Such an analysis 

of the consequences of unemployment might of course be undertaken- But 


it should be recognized that this would be a more difficult study. 


There is one other theoretical adjustment that should be mentioned. 
We have considered easy monetary and fiscal policies to maintain full em- 
ployment in the face of price increases, recognizing that this combination 
would generate balance of payments deterioration, But why not a tight 
monetary policy to protect the balance of payments, along with an extremely 
easy fiscal policy to maintain domestic full employment? As a practical, 
as opposed to theoretical, solution, this procedure of forcing the adjust- 


ment onto the international capital account may be rejected on several grounds. 


First, the burden this would throw on fiscal policy would be immense, 
with a budget deficit of undefined proportions involved. Fiscal policy 


alone would have to make the full accommodation for price increases; (recall 


ets 5 


that in our analysis this accommodation was covered by both easy fiscal 
and monetary policy). And fiscal policy would have to be even easier 
than this, since it would also have to offset the restrictive domestic 


effects of tight money. 


Second, the degree of monetary restraint required would also be quite 
extraordinary. Continued upward pressure would be required on Canadian 
interest rates until the current account deficit (induced by Canadian price 
increases) would be covered by an increased capital inflow. Such a policy 
would increase Canadian dependence on foreign capital to a very great de- 
gree; for this reason alone it is doubtful that it would be considered as 
a feasible option. Moreover, it would involve other major problems: even 
though the foreign supply of capital may be an elastic one, substantially 
higher Canadian interest rates would still be required to induce such a 
massive injection of capital. Given the present high interest levels, it 
is difficult to see how such a substantial further increase would be tol- 
erated. It implies an income redistribution from borrowers to lenders 
(i.e., from labour to capital) in clear contradiction to the original 


objective of wage parity. 


This points to the conclusion that any form of adjustment raises 
severe problems. But the price adjustment analyzed in this paper-- 
painful though it may be--would probably be more acceptable than any 
other--at least to Canadian labour, This 


leads us finally to venture the following hope. Although the Canadian 


Gs 


labour objectives will naturally inclyde higher wages, in practice eon- 
tracts will be a realistic reflection of productivity differences. And 
even more important: a prime objective of government policy and industry 
and union management should be to close that productivity gap. As that 
occurs, Canadians can have wage parity with none of the above unfavourable 


consequences. 
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) Note: 


TABLE Al 


The 28 and 42 Industry Classifications Compared 


Industry No. 
in 42 Indus. 
Classification 


For the relations of these 
Industrial Classification 
op. cit., Table 10 and pages 26-34. 


Industry 


Agriculture 

Forestry 

Fishing, hunting, trapping 

Metal mining, smelting, refining 

Coal mining, crude petroleum, natural gas 

Non-metal mining, quarrying, prospecting 

Meat products 

Dairy products 

Fish processing 

Fruit and vegetable preparations 

Grain mill products 

Bakery products 

Carbonated beverages 

Alcoholic beverages 

Confectionery and sugar refining 

Miscellaneous food preparation 

Tobacco and tobacco products 

Rubber products 

Leather products 

Textile products (except clothing) 

Clothing (textile and fur) 

Furniture 

Wood products (except furniture) 

Paper products 

Printing, publishing, and allied industries 

Primary iron and steel 

Agriculture implements 

Iron and steel products, n.eeS. 

Transportation equipment 

Jewellery and silverware (including watch repair) 

Non-ferrous metal products, neeeS. 

Electrical apparatus and supplies 

Non-metallic mineral products 

Products of petroleum and coal 

Chemicals and allied products 

Miscellaneous manufacturing industries 

Construction 

Transportation, storage, trade 

Communication 

Electric power, gas and water utilities 

Finance, insurance, real estate 

Service industries (excluding public administration 
and defense) 


industries to the D.B.S. Standard 
(1948), see D.B.S. publication 13-513, 
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7 Meat products copa ch Ura 
8 Dairy products : Mewes 
9 Fish processing this ke See 


10 Fruit & vegetablé preparation 
11 Grain mill products 

12 Bakery products 

13 Carbonated beverages 

i, Alcholtc beverages 

15 Confectionery and sugar refining 
16 Miscellaneous food preparation 
17 Tobacco and tobacco products 

18 Rubber products 

19 Leather products 
20 Textile products (except clothing) A 
21 Clothing (textile and fur) ep aaee 
22 Furniture , ak ae 
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' 23 Wood products (except furniture) ae 
' 24 Paper products . 


25 Printing, publishing and allied industries.” 
26 Primary iron and steel : 
27 Agricultural implements : ve 


28 Iron and steel products n.e.s. Ed ee Uae 
" 29 Transportation equipment 
‘ 30 Jewellery and silverware (including watch repair), 
' 31 Non-ferrous metal products n.e.s8. 
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C-RESNS 0.26226 0.21551 0.17274 0.48207 
9.51254 C€.325001 0.C7824 0.17224 C€.37C02 
1647223 0,.1735C C.124C5 0.15281 C.35155 
6.97972 0.17775 O.Cl&782 Col676E 0244733 
0.69955 17.273&C 0.07422 C€.12182 C€.49409 
0.41949 0.06254 66674702 0.04642 C.12415' 
C-27191 0.17902 0.10169 5.02052 0.51243) 
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Prete Am 2 


Parity 42 Industry Analysis 


Summary of Effects of Adjusted 


(3) (4) 


‘| % Wage IncreascInitial % | % Equili- % Equilibrium 
Implied by Price In-| brium Pric Price Increa 
Parity crease in if,all Indus: 
Industry tries Achiey 
Achieving Parity 


ae et I OE OE Nr tt 


Parity 


1 Agriculture 31998923 
2 Forestry A4.SCCCCO 15.746250 15.7€2240 17.485142 
3 Fishing, hunting, trapping 34.£CCOCO 5.471700 26CS438 4 7.6628€9 
i, Metal mining, smelting, refining 24.45CO0C 116117C15 112126222 14.174C8S 
5 Coal mining, crude petroleum,nat. gas 146.88C00C 13.080512 12.223S5EF 14.911720, 
6 Non-metal mining, quarrying, prospect 2E,ET0CNC Se481355 . $.4622CE 12.615184, 
7 Meat products 127.C10CO0 4.204336 4.592C0S2 6.882725. 
8 Dairy products 45.75CC0C 5.782125 €.fFE2E2 10 .€4277€ 
9 Fish processing 142e€7COOO0 76C27749 + 76025321 13.182763, 
10 Fruit & vegetable preparations 1S2.840N00 e@.78CEEC E€.575495 1&.89231C | 
11 Grain mill products 125.27COCC . 26792284 22054142 10.13944E 
12 Bakery products CIELSGECOCE 146208400 14.205274 2C. £64165 
13 Carbonated beverages 2€6230CCO 46299C97 5.C272787 11.105248 
1, Alcholic beverages E462500CC $.042475 $.222712 126842°8S 
15 Confectionery & sugar refining IE2,1800CO 7.€884S50 7.681820 10.429542 
16 Miscellaneous food preparations 1GZe€BCOOC 4eC4ECE4 4.106238 7.€48CED! 
17 Tobacco & tobacco products | Ce420000. O.CS5SCE C.CEI4EE 4.59458FC 
18 Rubber products laze 70006 70628445 726710351 11667531C 
19 Leather products @1e55CCCCO 12.€35510 LETZESCI 20.2543E3 


20 Textile products (except clothing) 


24eEENOCC = €.E€25C10 €.726344 11.157617 
21 Clothing (textile & fur) 4EeECCOOO 126573440 12.18522€ 18.1€84F2 
22 Furniture 94.2107CC 106192501 .1C.3755SZ 14.42425C 


23 Wood products (except furniture) 


1217S ACOCC 5.280704 5,£82)35 12.774553 
24, Paper products 11€e780000 34522122 4.048948 1C0.€98662 
25 Printing, publishing, & allied indus. '26.47CCOC 106977575 11.88CSEZ 1€.2057E4 
26 Primary iron & steel ZTeESCOOO 66552050 7462641656 11.89026E 
27 Agricultural implements '26eZ27CCCO 66424940 $.42€265 166129524; 
28 Iron & steel products, n.e.8- 2EE1COOC 10.€75137 11.28414E 1&.2€S5SE 


29 Transportation equipment repairs 


25% 1SC00C 2S. 28708 EM ICS aire 144 8214 


30 Jewellery & silverware (incl. watch 2Q.SCCOCC 8.18ER5C G.2CEE4E 14.6€SSCE 
31 Non-ferrous metal products, n.@8- 2£.73C000 6.481422 €.612235 14.3274CS5 
32 Electrical apparatus & supplies 24.220C00 S.804€48 10.45S6E7 14.1817€2 
' 33 Non-metallic mineral products 122.12C00C 8.141742 8.704156 12.317512 
31, Products of pebroleum & coal 122.C1COOC 1.285812 1.3€€S5C2 8.46204E| 


35 Chemicals & allied products 


1244540000  €e€52404 7274€247 12.2368328) 


36 Misc. manufacturing industries 2€.28000C 1C-€€SS48 21.1117E€0 14.29C810 
@: Construction ICoEICCCE 196145641 19.4222€2 ZE4ECSSE 
8 Transportatiom, storage, trade | 1©.S1CO0C €.6527873 E.S7S71§ S.S106ES 
39 Commnication — 2©.€4C000 1.318072 172272497 20.712915 
40 Electric power, gas & water utilitie 46.25000C 5261526 €e747C22 10.C95S44 
4,1 Finance, insurance, real estate 9Co@7000C 4.581108 5.020520 E&.€677FS 


he Service industries 


'22e4CO0CC 9.891840 
ey a 


— nee 
ald 


10.2€2494 


12.€5574S, 
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Price Increase in Each Industry Resutting fromiNominal 
Aadage Pority IN Any Indurstr y I1G59 r 
seme AL 8 

2 Bere Eases No ae a 
hon, Selma Parity Wage 
Aiclueweds . Here 


Arysalog ¢ 


Here 

\ ZS | 
Agriculture ena Pine all AR = ean cee re 
Forestry 0.01448 11.05641 


0.900096 0.92395 
0.00355 0.03945 _ 
0.00102 0.019034 
0.00197 0.06780 
0.71231 0.036490 
0.69349 0.05502 
0.00216 0.94179 
0.225114 sh jo2s0m 
0.44171 0.11771 
0.16704 0.16036 
0.02011 0.10875 
0.03778. 0.13462 
0.07797 0.09779 
14247 0.08962. 
0.47665 0.14976 
0.00721 0.04028 
0.08043 0.08159 
0.00973 0.04766 
0.00806 0.03723 
00546 0.19679. 
0.02900 2.98416 
0.02459 2.26074 
0.00750 0.49024 
'0.00139 0.092632 
0.00249 0.05443 
0.00153 0.03977 


Fishing, hunting, trapping 
Metal mining, smelting, refining 
Coal mining, crude petroleum, prospecting 
Non-metal mining, quarrying, prospecting 
Meat products 
Dairy products 
Fish processing 
10 Fruit & vegetablé preparation 
| 11 Grain mill products 
| 12 Bakery products 
13 Carbonated beverages 
Ji, Alcholéc beverages 
15 Confectionery and sugar refining . 
16 Miscellaneous food preparation 
17 Tobacco and tobacco products 
18 Rubber products 
19 Leather products ~ 
20 Textile products (except clothing) 
21 Clothing (textile and fur) 
22 Furniture : 
23 Wood products (except furniture) 
24, Paper products ; 
_25 Printing, publishing and allied industries 
' 26 Primary iron and steel 
27 Agricultural implements 
,28 Iron and steel products n.e.s. 
_29 Transportation equipment 
| 30 Jewellery and silverware (including watch repair) 
| 31 Non-ferrous metal products n.e.s. 
32 Electrical apparatus and supplies 
| 33 Non-mettalic mineral products 


ORBYWREWHP, 


a 
Sn Re Ee Oe 


|34 Prodiicts of petroleum and coal ~0.00128 0.02072 
i35 Chemicals and allied products 0.06804 0.99746 « 
|36 Miscellaneous manufacturing products 0.00493 0.08473 ( 


/0.0077N 0.28030 
0.00721 0.04866 
0.00127 0.03084 


| 37Construction 

| 38 Transportation , storage, trade 
139 Communication 

'40 Electric power, gas, water utilities 


lay Finance, Insutonca. , Reol Estate 


Jkt Service Ihusiries (eveluding publi. aAdmin. 
and delence \ 


0.00194 0.03669 
(0001031 0.062736 
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a 0.09073 ary 00840 08 25656 O- 01465 or 00959" ~ 0.00064 0.00275 0.00008 
2 0.90001 0.01164 0.17523 0.00406 0.900034 0.00004 0.09004 0.000902 
Ss 3286459 0.00663: 0.21416 0.00512 0.00071 0.00012 0.00004 0.00003 
4 _0,00006 __7,87779 0.13242 0.03706 0.00307 0.00020 0.00017 0.00010. 
5 0.90092 0.00638 10.25183 0.00416 0.00100 0.00010 0.00906. 0.00005 
6 0.90003 0.05089 0.21749 6.02855 0.00143 0.00015 0.00008 0.00008 
7 9.90299 0.01126 0.18488 0.01431 3.31730 0.090051 0.01131 0.00013 
& 0.00038 0.00905 0.20322 0.01831 0.00745 4.47025 0.00140 0.00157 
9 1.38689 0.01371 9.19665 0.01157 0.00091 0.00024 5.27114 0.00015 
10_0,000N29 4909 __ 
11 0.00793 0.01188 0.16667 0402190 0.089025 0.00588 0.093095 0.00037 
12 0.00159 0.00923 0.18229 '0.01400 0.25243 0.04370 0.00594 0.03127 
13 0.00013 0.01293 0.24454 0.01287 0.00658 0.00520 0.00031 0.00153 
14 0.00009 0.00807 0.11466 0.01861 0.00379 0.00094 0.00024 0.00406 
7 0.900190 .0.00984 0.98453 0.01191 0.01674 0.04626 0.00032 0.009337 
’ 
17 0.00033 0.02440 0.15839 0.01188 0.00534 0.00077 0.00108 0.00042 | 
18 0.00915 0.01851 0.19977 0.01863 0.00777 0.00047 0.00041 0.00023 
19 92-00141 0.00818 0.07242 0.00729 0.19203 0.00026 0.00484 0.00014 
20 0.00008 0.01019 0.05689 0.01166 0.00609 0.00023 0.00028 0.00009 
a 0.92057 0.900632 - 0.03975 0.00582 0.00256 0.00019 0.00013 0.00009 
—0.00007. 0.03337 0.07696 0,00732 0,00380 0.00026 0,00019 0.00015 
23 0.00005 0.01906 0.12655 0.00591 0.00148 0.00018 0.00013 0.00011 
24 0.00006 0.02474 0.17467 0.06458 0.00255 0.00022 0.00018 0.090012 
25 0.00007 0.00994 0.09486 0.01823 0.00299 0.00031 0.00018 0.00018 
26 0.00903 0.30163 9.56094 0.15444 0.90117 0.00015 0.00007 0.00009 
27 0.00904 0.06665 0.14210 0.03547 0.00247 0.00017 0.00012 0.00010 
2€_ 0.00004 0.13564 0.15829 0.04011 0.00116 0.00023 0.00008 0.00015 | 
29 0.00007 0.06397 0.11474 0.02152 0.00196 0.00020 0.00011 0.09010 
30 9.909905 1.59168 0.08394 0.01191 0.00179 0.00030 0.00011 0.090018 
31 0.00004 2.69356 0.12957 0.02388 0.00163 0.00023 0.00010 0.00014 
32 0.90005 0.24579 0.98090 0.01391 0.00214 0.00025 0.00013 0.00015 
33 0.00004 0.01942 0.28044 0.56458 0.00194 0.00021 0.00012 9.00013 
34 
35 9.00105. 0.07669 0.23365 0.09109 0.07240 0.00217 0.00388 0.00029 
36 0.00008 0.08416 0.11644 0.00832 0.00415 0.00212 0.00021 0.00020 
37 0.00009% 0.07561 0.14871 0.13788 0.00436 0.00040 0.00026 0.00022 
38 0.00006 0.01007 0.12267 0.01164 0.00129 0.00036 0.00009 0.00024 
39 0.90005 0.01514 0.09549 0.00748 0.00122 0.00039 0.00009 0.00027 
40 0.00005. : 
41 0.00005’ 0.00936 0.06726 0.01889 0.00129 0.00039 0.00010 0.00028 
42 0.00094 O. 00943 — 0.07076 0.90691, 
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0201695 0.00762 0.00142 0.00560 
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a v7) 
1 0.19030 0.010016 0.00004 0.00142 0. 00241 "9.00230 -0. 00000 ' 
2 0.00197 9.010005 0.00001 0.00004 0.00005 0.00005 -9.90000 
3 0.00015 0.000008 0.00002 0.00008, |0-00005 9.00910 -0.00900 
4 0.009055 0.060923 0.00005 0.00038] 200018 0.00024 -0.00000_ 
5 0.00017 9.00013 0.00003 0.00011 0.00007 0.00008 -0.909N0 
6 0.00031 0.09020 0.00005 0.90016| '0-00010 9.90014 -0.90000 
7 0.09652 0.00026 0.00006 0.00102) | 0-00346 0.00500 —-0.90900_ 
8 0.09395 0.000024 0.90006 0.00077 {0.02756 0.00494 -0.00900 
9 0.00034 0.00035 0.00008 0.00006 0.00012 9.00015 -9.90000° 
10_0,03591 9.079059 0.00013 0.02144 |0.23049 0.02861 -0.90000, 
11 2.17609 0.00063 9.00014 0.01288 | 0-01353 0.02431 -9.N0000 
12 0.37074 11.017374 0.90014 0.00268 | 0.22325 0.08298 -0.00090. 
13 0.00554 0.000108 3.22062 0.00091 , | 0-57615 0.20786 -0.00000 
14 0.01034 0.010057 0.00013 7.26442 | 0.02647 | 0.26861 -0.00000 
15 0.01471 0.000030 0.00007 0.00037 6.25781 9.96161 -9.9090N09 
16 0.07715 3.07904 -0.00000. 
17 0.06466 0.000998 0.90022 0.00061 0.00111 ‘0.00196 -9.0000% 
18 0.00113 0.00053 -0.00012 0.00085 0.00041 0.90059 -0.0000% 
19 0.01094 0.09032 0.00007 0.00019) | 0.00287 0.00952 -0.N0900 
20 0.90144 9.001018 0.00004 0.00062 | 0.990032 .0.00337 —0.9N9N0, 
21 0.00115 0.00021 0.99005 0.00025 0.00017 0.90118 -0.90900 
22_0.00082 0.0034 0.00008 0.00030 -0.00021 0.00034 =-0.00000_ 
23 0.00398 0.00024 0.00005 0.00016 0.00918 0.00113 -9.0q0NNN 
2h 0.00340 0.09028 0.00006 0.00027 0.00022 0.00146 -0.00000 
5 0.00110 0-00042 0.00009 0.00033 0.00023 0.00049 -0.00000 
26 0.00023 0.00022 0.00005 0.00012 ,0-00010 0.09013 -0.90999 
27 0.00039 0.09023 0.00005 0.00020 (0.00013 0.090917 -0.N00900 
28 0.00926 0200036 0.90908 0.00010 -_0.00013 0,00014 -0.N0000- 
29 0.00034 0.0025 0.00006 0.00020 0.09013 0.00020 -0.0NNNN 
30 0.00037 0.00044 0.090010 0.09017 0.00017 0.00918 -0.90999 
31 0.00033 0.00034 0.00008 0.00016 0.00014 0.00016 -9.99090 
32 0.90040 0.900035, 9.00008 0.00023 0.00017 0.00022 -0.90999 
33 0.00079 0. 00027) 0.00096 0.00022 0.00924 0.00401 -0.909N00 
34 0.00022 _ _0 0.00011 0.00011 -0.00000. 
35. 0.01027 0.00063; 0.00014 0.00961 0.00303 0.00428 -9.90099 
36 0.00076 0.00048/ 0.00011 0.00033 0.00026 0.00028 -0.00000 
37 0.00116 0.00051). 0.00011 0.90050 0.00030 0.00066 -0.00000 
© 0.00038 0.00058! 0.00013 0.00007 0.00018 0.00017 -0.00900 
39° 0200026 0-00066 0:90015 0.00006 0.00019 0.00016 -—0.00000 
40 _0.00049 0.00015 0.00022 -0.00000. 
41 0.00036 0.009066! 0.00015 0.00007 0.00020 0.00018 -0.00000 
42 0.00313 0.0h329| 0.00301 0.00022, 0.00369 0.00222 -0.00000 
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1 0.07360 0.00745 0.01353 0.00070 0.09533 0.01069 0.01580 “0.02348 
2 0.00864 0.00057 0.00717 0.00037 0.00200 0.00825 0.00289 0.00752 
3 9.00938 0.99352 0.05111 0.00060 0.00280 0.02736 0.00506 0.011)>2 
i, 12 7570202224 
5 0.02587 0.00072 0.00153 0.00051 0.00257 0.00727 0.00445 0.03250 
6 0493140 9.00155 0.00261 0.00115 0.00464 0.04618 0.03185 0.03342 
7 0.05095 0.00486 0.90837 9.00098 0.00882 0.01512 0.02156 0.04013 
8 0.05189 0.00463 0.00820 0.00081 0.90685 0.01649 0.03687 0.04201 
9 0+93900 0.00263 0.02073. 0.00090 0.00760 0.03185 0.01770 0.04959 
10 a 
11 0-03803 0.00513 0.02614 0.00164 0.01579 0.01604 0.09119 0.09294 
12 0404028 0.90340 0.00857 0.00112 0.01051 0.01192 0.13063 0.0874; 
13 0.09389 9.09236 0.00633 0.00101 0.00895 0.03516 0.07302 0.10588 
LU, 9.02408 0.00181 0.00295 0.00061 0.00578 0.01747 0.10573 0.05701. 
15 0+01283 9.00162 0.01318 0.00043 0.00424 0.00521 0.08092 0.05147 
1é | 2546 0.06616. 
17 0.03788 0.00410 0.00666 0.00097 0.00884 0.02794 0.11220 0.08030 
18 5+35975 0.05238 0.20417 0.01042 0.00678 0.00979 0.02885 0.05873 
19 0407567 12.45679 0.02708 0.05902 0.00633 0.05728 0.03751 0.0497] 
20 0-92180 0.02551 5.44407 0.00053 0.00401 0.01656 0.03142 0.027836 
21 0-01706 9.01175 1.80288 10.07574 0.00380 0.01019 0.02609 0.04377 
22 0.03969 0.07501 _0.1¢ 29 0.04688 
23 0401195 0.00121 0.00599 0.00070 0.00635 4.54088 0.01072 0.03081 
24 0.91392 0.091518 0.01765 0.00076 0.00637 0.01677 1.93519 0.04122 
25 0+01217 0409384 0.90477 0.00053 0.00605 0.00885 0.41649 7.96623 
26 0.92380 0.09118 0.09208 0.00076 0.00677 0.01885 0.01149 0.02979 
27 0.31526 9.04656 0.01974 0.00165 0.00627 0.05835 0.01364 0.03028 
22 0.014 0.03813 
29 0418075 9.01449 0.02072 9.01682 0.01822 0.03069 0.01393 0.02837 
30 0.01986 0.00169 0.00201 0.00066 0.00717 0.02797 0.03004 0.04906 
31 0.01632 0.00136 9.09243 0.00092 0.00844 0.03319 0.01340 0.06169 
32 9.03767 0.00207 0.01438 -0.00058 0.07969 0.03331 0.02322 0.04192 
33 0.02854 0.09168 0.00966 0.00086 0.00727 0.02642 0.05295 0.04005 
31, -0.04218 0 4279. 


35 9.02070 0.00192 0.06270 0.07261 


9.00610 0.00084 0.00823 0.03675 


36 0.02751 0.07250 0.01595 9.00087 0.00572 0.03612 0.05230 0.05924 
37 0-03195 0.00238 6.00481 0.00108 0.01708 0.28570 0.05821 0.05458 
38 0.03393 0.00540 0.00538 0.00334 0.03337 0.02366 0.02769 0.09383 


39 0.03494 0.00194 0.00850 
4.0 

41 0200559 0.00086 0.00146 0.00046 0.03457 0.02991 
42 0200836 0.00262 0.00314 0.00504 0.04467 0.02361. 


0.00077 0.02892 0.01619 0.01663 0.15477 


0.01259 0.11684 
0.83973 | 0.51173 
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1 0291611 0.090296 0.15600} 0.09288 0.00071 0.99423 0.02162 
2 0.02392 0.00003 oO. poser | 0.19301 0.000)8 9.91169 0.01320 
5 0.01015 0.00000 0.06259 | 0.18633 0.00052 0.00275 0.91465 
0201901 0.00001 0.17543 |-0-14386__0.00025 9.00617 0.09214 | 
5 0.01255 0.00000 0.10105 | 0.15266 00013 0.00333 0.91844 
6 0.02119 0.09000 0.13668 || 0-37953 9.00019 9.99562 0.02981 
Z 0.02082 0.00150 0.21430 | 0.10934 9.00%0 0.09532 0.93765 
8 0.01904 0.00146 0.19008 0.10387 0.90033 0.09481 0.03408 
9 0203948 0.00000 9.45392 0.613777 0.90048 0.90569 0.94554 
10 _0.98088 0.00047 0.982702 0.10862 0.00(5S) 0.00893 0.06416 
11 0.01515 0.00093 0.12664 0.13926 0.00€74 0.00696 0.04749 
12 0.91149 0.00035 0.09037 0.11495 0.904 0.90604 0.03962 
3 0.02783 0.00004 0.31156 9.06798 0.0NC26 9.90716 0.93288 
i, 0.201709 0.00008 0.18089 0.07078 0.00024 0.90431 0.94402 
15 0200630 0.00016 0.05283 | 0.05237 0.00€15 0.91222 0.03441 
16 0.01173 0.00030 0.1198). |-0-05491 0.00729 0,00356 0.02320. 
17 0.01289 0.00100 0.11802 '0-08789 0.00(27 0.03396 0.03736 
18 0601347 0.00002 0.12675 0-07927 0.00620 0.00498 0.06178 
19 0.01857 0.00017 0.20671 0-06368 0.00026 0.00412 0.03912 
20 0.00872 0.00002 0.07360 |0-06421 0.9016 0.00523 0.05124 
21 0400553 0.00002 0.04614 | 0.04426 0.00626 0.90333 0.03386 
22 0.02591 0.00001 0.30297. |0.05938_0.0n#23° 0.04487 0.03820 
23 0.01958 0.00006, 0.20087, 0.11040 0.00026 0.90729 0.05356 
2 0691892 0.00005 0.16055 04614473 0.00627 0.01951 0.10375 
25 0200791 0.00002 0.06257 |0.96224 0.00020 9.90650 0.94545 
26 3287773 0.00000 0.11911 |0-14838 0.00034 0.00799 0.10377 
27 0451432 5.83226 1.48134 0421971 0.00025 0.01598 0.08891 
28 0.56288 0.00000 7.322346 0.07289 N,00)122 0.02952 0.09228 
20 0623076 0.00000 0.58264 7244526 0.00331 9.95184 9.76728 
3) 0601744 0.00000 0.07555 0-07346 64645772 0403054 9.95139 
31 04602807 0.00000 0.16119 9414409 0.90938 4.48167 0.98575 
32 06609247 0.00001 0.25055 9.07093 0.00924 9.21347 7.39147 
33. 0.04135 0.00001 0.15578 9.18966 0.00791 0.00815 0.14341 
34, —0.01188 0.00000 0.09974 0.11353 0.90025 0.00444 0.05038 
35 0402415 0.00014 0.17998 0.411228 0.00034 9.01221 0.07770 
36 0.601531 0.00001 0.07143 0-95575 0.01112 0.01496 0.93971 
37 0611319 0.00002 0.67758 04612746 0.00063 0.08989 0.309306 
3° 0.01393 0.00000 0.08606 0-19453 0.00175 0.00936 0.04059 
39 O-01077 0.00000 0.05694 0.09434 0.00029 0.01573 0.21512 
4,0 0.01459 0.00001 0.1024) 0.0 
41 0201270 0.00000 0.07520 0.04726 0.00013 0.90992 0.05018 
0.05497 0.00038 0.00604 0.02211 
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2 9.90773 0.03887 0.01478 0.00573 0.19346 0.13185 
3 0.03004 0.04738 0.04255 0.29796 0.06818 0.16997 
4 0.04876 0.021341 0.21350 0.01369 9.21260 0.19677 
5 9-00949 0.01685 0.06412 0.90702 0.22694 9.10369 
6 9201469 0.03062 0.08945 0.01364 0.28588 0.23543 
7 0.03135 0.03845 0.226307 0.02419 0.32720 0.66754 
8 9.209532 0.04160 9.12403 0.02049 0.30338 0.46330 
9 0606620 0.04004 0.03486 0.13558 0.20539 0.49100 
10 0.40953 0.02824 0,07817 0.02396 0.76490 0.53845 
11 9.03096 0.03213 0.27821 0404424 0.39085 1.25450 
12 0.03034 0.03669 0.14914 0.03401 0.39998 0.67590 
13. 0.02446 0.05248 0.17045 0.02688 0.50974 0.36084 
1, 04613323 0.02249 0.04960 0.02285 0.14217 0.24774 
15 0-00990 0.01522 0.05843 0.91826 0.13742 0.21866 
16 

17 0.01558 0.03321 0.14004 0.02429 0.28200 9.41314 
18 94601716 0.02254 0.48279 0.02548 0.19338 0.26112 
19 0.02197 0.01427 0.07357 0.02512 0.18738 0.38595 
20 9401725 0.00928 0.34823 0.01593 0.16985 0.20680 
21 0-90968 0.00672 0.13871 0.10398 0.13636 0.18647 
2a 

23 9-01219 0.02632 0.07967 0.02035 0.25301 0.41533 
24 9693990 0.03086 0.14339 0.01950 0.26676 0.30778 
25 0.01676 9.01756 0.18491 0.02417 0.20415 0.25166 
26 0.04943 0.11789 0.06840 0.01610 0.36567 0.37894 
27 9-92555* 0.02909 0.611290 0.01689 0.20906 0.36864 
2g 0.03259 0 

29 9-90741T8 .0.02329 0.611973 0.09017 0.17102 0.26254 
30 0491826 “@.01544 0.09562 0.098237 0.21078 0.38827 
31 0.03323 0.02405 0.09240 0.02101 0.37591 0.54739 
32 9205386 0.01614 0.12985 0.04035 0.17030 0.26830 
33 6.01949 0.04919 0.11811 0.02279 0.23921 0.35896 
3 0.01127. 0.7875 

35 0210893 0.04816 54648113 0.02979 0.26546 0.39438 
36 0.01722 0.02382 0.18890 7.98161 0.17778 0.23259 
37 054641664 0.02834 0.28363 0.05728 15.91039 0.66810 
38 9.03375 0.01783 0.04028 0.08011 0.57075 3.16741 
39 9402525 0.01976 0.03373 0.07686 0454311 0.31746 
40 

41 0204099 0.00996 0.03796 0.02117 1.51374 0.12339 
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0-01595 0.01577 0.02315 0.024481 
0.02535 0.02281 0.05107 0.03472! 
3 
0.03199 0.18126 0.04244 0.05905 | 
0.07229 0.12581 0.06231 0.09050) 
0.10302 0.05811 0.10360 Rares 
0.10996 0.06870 0.10210 0.11163 
0.21578 0.05585 0.08956 0.15741) 
a 26819) 
0.17013 0.09518 0.11458 0.28741/| 
0.20713 0.11361 0412625 0.28300 
0.22699 0.07715 0.12968 0.49374 
0.11031 0.08033 0.09034 0.25977) 
0.09839 0.04359 0.06517 0.13698 
520. 
0.06613 0.06468 0.13069 0.44677 
0622367 0.08712 0.15553 0.24349 
0.19585 0.05824 0.08642 0.14775 
0.09617 0.08557 0.96369 0.08195 
0.18784 0.95460 0.06517 0.09366 
47 0.15558 
0.14102 0.06127, 0.07060 0.10923 
0.16586 0.20185 0.07954 0.12576 
0.31477 0.09688 0.12588 0.18993 
0.07361 0.32766 0.06152 0.09893 
9-08400 0.10180 0.05964 0.10560 
0.09433 0.07584 0.96152 0.11223 
0.24885 0.11996 0.10244 0.19865 
0.09641 0.19144 0.07177 0.15544 
0.15874 0.07672 ' 0.07490 0.15885 
0.08620 0.21280 0.09018 0.12490 
0.18067 0.15374 0.11779 0.28510 
0.24110 0.05571 0.11745 0.21838 
0.11951 0.09545 0.10420 0.23109 
0.12244 0.06254 0.11432 0.26401 
11.89855 ©.05285 0.08307 0.29160 
0212332 0.07241 3.42345 0230242, 
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0.14723 
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TABLE Bl 
The 28 and 42 Industry Classifications Compared 
Industry No. Industry No. Industry 
in 28 Indus. in 42 Indus. 
Classification Classification 
1 1 Agriculture 
2 2 Forestry 
3 3 Fishing, hunting, trapping 
4 4 Metal mining, snelting, refining 
5 5 Coal mining, crude petroleum, natural gas 
6 Non-metal mining, quarrying, prespecting 
7 Meat products 
8 Dairy products 
9 Fisn preceseing — 
10 Fruit and vegetable preparations 
ll Grain mill preducts 
12 Bakery products 
Y Pies 13 Carbonated beverages 
li Alcholic beverages 
15 Confectionery and sugar refining 
16 Miscellaneous food preparetion 
8 17 fobacco and tobacco products 
9 18 Rubber products 
10 19 Leather products 
2. 20 Textile products (except clothing) 
12 21 Clothing (textile and fur) 
13 Ee Furniture 
23 Wood products (except furniture) 
wy 2k, Paper products 
15 25 Printing, publishing, and allied industries 
aoe oe lS 20 Primary iron and steel 
27 Agriculture implements 
28 Iron and steel products , Nee. 
17 29 Transportation equipment 
22 30 Jewellerg and silverware (including watch repair) 
—+46——_______———- 31 Non-ferrous metal products, n.@.B- 
18 32 Electrical apparatus and supplips 
19 33 Non-metallic mineral products 
20 34, Products of pebrolewm and coal 
21 35 Chemicals and allied products 
22 36 Miscellaneous mamfacturing industries 
23 37 Construction 
24 38 Transportation, storage, trade 
25 39 Conmuni cation 
26 40 Electric power, gas and water utilities 
27 Al Finance , ingurance, real estate 
28 42 Service industries (excluding public administrabion 


and defense) 


Note: For the relations of these industries to the D.B.S. Standard 
Industrial Classification (1948), see D.B.S. publication 13-513, 
Op, cit., Table 10 and pages 26-31,. 
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1 Agriculture 

2 Forestry 

3 Fishing, hunting, trapping 

4 Metal mining, smelting, refining 

2 Coal mining, crude petroleum, prospecting 
6 Non-metal mining, quarrying, prospecting 
7 Meat products 

8 Dairy products 

9 Fish processing 

10 Fruit & vegetable preparation 


11 Grain mill products 

‘2 Bakery products 

13 Carbonated beverages 

14 Alcholtc beverages 

45 Confectionery and sugar refining 

16 Miscellaneous food preparation 

17 Tobacco and tobacco products 

18 Rubber products 

19 Leather products 

20 Textile products (except clothing) 
21 Clothing (textile and fur) 

22 Furniture 

23 Wood products (except furniture) 

24 Paper products 

25 Printing, publishing and allied industries 
26 Primary iron and steel 

27 Agricultural implements 

28 Iron and steel products n.e.s. 

29 Transportation equipment 

30 Jewellery and silverware (including watch repair) 
31 Non-ferrous metal products n.e.s. 

32 Electrical apparatus and supplies 

33 Non-mettalic mineral products 

34, Prodiicts of petroleum and coal 

35 Chemicals and allied products 

36 Miscellaneous manufacturing products 
37Construction 

38 Transportation , storage, trade 

39 Communication 
40 Electric power, gas, water utilities 
H( Finance, \nsutrou\ca ,Reol Estate 
hu Service Indusdries (excluding public adunin. 


and defense 
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